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INTRODUCTORY NOTE
In presenting this, the third, edition of examination
questions prepared by the American Institute of Ac
countants, the Institute’s board of examiners is acting
in response to a substantial and continuing demand.
The present volume, contains all the questions from
June, 1917, to November, 1927, inclusive.
Earlier editions have been used as text books in
many schools of accounting and by a great many men
and women who were preparing themselves to take the
examinations of the Institute or of state boards of ac
countancy which coöperate with the Institute. The cir
culation has been substantially more than was expected
when the books were first published.
At the present time the number of states and terri
tories coöperating with the Institute in the conduct of
examinations represents practically two thirds of the
total number of jurisdictions having certified-publicaccountant laws.
It has been the policy of the board not to publish
its official answers and solutions, and that policy
governs in this volume as in the past. The questions
are arranged in chronological order and an index is
included for the convenience of students and other
readers.
A. P. RICHARDSON, Secretary
January, 1928
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BOARD O F E X A M IN ER S

Examinations o f June, 1917
Auditing*
JU N E 14, 1917, 9 A. M. TO 12.30 P. M.
The candidate is required to answer al l the
following questions:
1. What do you understand to be meant by a balancesheet audit? W hat is its scope?
2. The officers of a company of which you are the
auditor elected by the stockholders submit to you
for audit a balance-sheet in which the following
item appears:
Miscellaneous reserves (including
premium on stock )......................

$248,000.00

On investigation you find the item is made up as
follows:
General reserve ...................................$86,000.00
Operating reserves ..........................
6,000.00
Provision for plant depreciation.. 46,000.00
Provision for amortization of
leaseholds .......................................... 40,000.00
Provision for bad debts.................... 36,000.00
Premium on capital stock sold. . . . 34,000.00
$248,000.00
* Questions in auditing were the same for both classes of applicants.
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3.

4.

5.

6.

7.

W hat recommendation would you make to the
officers and what course would you take if your
recommendation were not followed ?
In auditing the accounts of a corporation, for the
first year of its existence, what records and docu
ments should be examined in addition to the books
of accounts and the vouchers ?
W hat steps should an auditor take to ensure, as far
as possible, that accounts presented to him for
audit contain all the liabilities of the company ?
You are appointed auditor of a charitable institu
tion supported by annual subscriptions and other
gifts. W hat steps would you take to verify the
accounts submitted to you? D raft a certificate
such as you would give if the results of your
audit were entirely satisfactory.
To what extent do you think it is necessary to
verify the outstanding capital stock of a corpora
tion and what procedure would you follow in such
verification ?
State what you consider to be the most important
special problems arising in one of the following
classes of audits and how you would deal with
such problems:
(a )
(b )
(c )
(d )
(e )
(f)
(g )

Stock brokers.
Moving-picture producers.
Breweries.
Clubs and institutions.
Retail stores.
Land companies.
Executorship accounts.
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8. What steps should be taken to verify the cash
balance appearing on a balance-sheet of a com
pany in whose cash book bank and cash trans
actions are kept together where the auditor has
not had the opportunity of making the verifica
tion on the date of the balance-sheet? To what
points should special attention be given?
9. W hat is meant by a qualified certificate ? Give an
illustration of a case in which a qualified certifi
cate might properly be given and draft a qualifi
cation applicable to that case.
10. An inventory is submitted to you certified by the
manager of a business. Mention some of the
principal steps you would take to confirm the
correctness of the inventory figure appearing in
the balance-sheet.
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Commercial Law*
JU N E 14, 1917, 1.30 P. M. TO 4.30 P. M.
The candidate may select any ten of the ques
tions submitted but must not answer more than
ten. The intelligence disclosed by the answers
will materially affect the markings.
1. State all the legal requisites of a valid sale.
2. W hat is the provision of the statute of frauds with
respect to sales of goods, wares and merchandise ?
3. Define or describe void, voidable and unenforcible
contracts.
4. W hat simple contracts are required to be in writing ?
5. A contract executed and delivered in California is
the subject matter of a suit in New York. W hat
laws will govern the validity of the contract, and
what laws will govern the remedy?. State the rule
in such cases.
6. State all of the essential legal requirements of a
contract constituting a valid negotiable note.
7. Are the following notes negotiable or not? Give
reasons.
(a )
N o date, nor place.
I promise to pay to bearer One Hundred Dollars.
Signed A. B.
(b )
January 5, 1917.
Due A. B. or order on demand One Hundred Dollars.
Signed C. D.
* Questions in commercial
applicants.

law

were
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the same for

both classes of

COMMERCIAL LAW
(c )
Chicago, Sept. 5, 1916.
On or before Dec. 1, 1916, I promise to pay to C. D.
or order One Hundred Dollars.
Signed A. B.
(d )
New York, April 10, 1916.
O n ........................I promise to pay to the order o f C. D.
One Hundred Dollars.
Signed A. B.
8.

New York, April 10, 1916.
Thirty days after date I promise to pay to the order of
C. D. One Hundred Dollars.
Signed A. B.
Endorsed in blank “ without recourse.”
C. D.

What does the endorser warrant by his endorse
ment?
9. What is the legal significance and effect of the word
“negotiable ” when applied to commercial instru
ments ?
10. What is considered a reasonable time for the
presentation for payment of a cheque?
11. Under what circumstances may a director incur a
personal liability in respect of dividends paid by
a corporation?
12. To what extent are dividends received by (a) an
individual and (b) a corporation subject to pay
ment of tax by the recipients under the incometax law of 1916?

9
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Answers to the following questions may be
based on any statute o f any state or on the
principles fundamental to all corporations, in
the absence of any statute:
13. Have directors of a corporation the right to rescind,
alter or amend by-laws adopted by stockholders ?
If so, state under what conditions. If not, why
not?
14. To what extent may directors delegate their powers
to an executive committee? Give reasons for
your answer.
15. Have directors the power to vote or pay increased
salaries to officers for past services rendered in
the usual and ordinary course of business ? Give
realm s for your answer.
16. How far are by-laws binding upon strangers:
(a ) When they have no notice o f them?
(b ) When they have notice of them?

10

Examination for Admission as M ember
Accounting Theory and Practice — Part I
JUNE 1 5 , 1917,9 A. M. to 12.30 P. M.
Candidates are required to answer questions
one and two and one of the three remaining
questions but no more.
1. A, B and C formed a partnership. A agreed to
furnish $10,000, B and C each $7,000. A was to
manage the business and receive one-half of the
profits; B and C were each to receive one-fourth.
A supplied merchandise worth $8,500, but no
additional cash. B turned over to A, as managing
partner, $9,000 cash, and C turned over $5,500.
The business was conducted by A for some time,
but without keeping exact books. While manag
ing the business A purchased additional merchan
dise amounting altogether to $75,000 and made
sales of $100,000. The cash received and paid out
for the partnership was not kept separate from
A ’s personal cash. In order to straighten out
matters, B took over the management. He found
receivables amounting to $20,000, and of these he
collected $4,500. The merchandise still on hand
he sold for $500. These receipts he deposited in
a bank to the credit of the firm. The remaining
accounts proved worthless. The outstanding
accounts payable amounted to $2,000, of which
$1,500 had been incurred in purchasing merchan11
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dise and $500 for expenses. These accounts he
paid. A presented vouchers showing that during
his management he had paid other expenses of
$2,400. By mutual agreement B was held to be
entitled to $100 on account of interest on excess
capital contributed and A and C were to be
charged $75.00 each for shortage in contribu
tion of capital.
(a) Prepare trading and profit and loss accounts
and accounts of each of the partners, indicating
the final adjustment to be made in closing up the
partnership.
(b) Show how the above final
adjustment would be modified if A proved to have
no assets or liabilities outside the partnership.
2. W rite a reply to the following letter and prepare a
statement as requested therein:
SM ITH A N D JO N ES
Dear Sir:
Our bank has asked us for a statement for credit pur
poses. W ill you please prepare one for us?
Our plants stand at their cost price, which is $60,400.
W e have set up a reserve for depreciation o f $10,200.
There is a mortgage for $20,000 on the plant and interest
on the mortgage is at 6 per cen t. and is paid up to 3 months
ago. W e hold $10,000 o f notes receivable and have dis
counted $25,000 o f notes with the bank. Our accounts re
ceivable, which we consider good, amount to $18,000, in
cluding $3,000 due from one o f our employees on personal
account. Our trade accounts receivable are subject to 5
per cent. discount if paid at due date, and only $1,000 is
now past due. Our accounts in suspense amount to
$4,000. I believe these are 50 per cent. good. W e have
ordered a new machine to cost $6,000, but it has not yet
12
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been delivered. We have endorsed a note for $6,000 for
our friends, the A. B. Co., but I am confident they will
take care of it when it is due. Our accounts payable
amount to $4,200. Our insurance amounts to $400 a year
and has six months to run. We have a note at the bank
for $5,000, interest paid to date. We own 50 shares of
stock in the company from which we buy raw material.
They cost us $2,800 and are surely worth it, though we
might have some difficulty in selling them in a hurry.
Our inventory is taken at a low selling price, which is
10 per cent, more than it cost us. The amount is $17,600.
In addition we have a special contract for one of our
customers. The contract price is $25,000. W e have spent
$12,000 on it and expect to have to spend $4,000 more, and
we have received $10,000 on account. Our cash in bank
is $4,800 and cash in hand $200.
I have told you all the facts I think you need. Perhaps
some are not required, but I want to give the bankers all
the information they ought to have in the way they expect
to get it.
I do not, of course, expect you to accept any responsi
bility for the figures in the statement, but simply to pre
pare the statement in the best form you can from this
letter. If you have any suggestions as to how I can better
meet the bank’s requirements let me have them.
(Signed) H. A. SM ITH.
PROBLEM

B ALA NC E-SH EET O F A.
3
Capital stock .......... $400,000
Property leases and
goodwill .............. $470,133 B o n d s........................
100,000
Fixtures ..................
81,791 Sundry creditors . . .
59,975
135,886
Merchandise inven’y 126,538 Surplus ....................
Sundry debtors . . . .
54,642 Pension f u n d ..........
5,460
Sinking fund assets.
11,690 Sinking f u n d .................. 11,690
Cash on hand..........
20,204 Profit and loss........
51,987

$764,998

$764,998
13
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B A L A N C E-SH E E T O F B.
Cash .......................... $51,195
Investments:
108,000
Short time lo a n s...
Stock o f A at p a r.. 100,000
20,000
Stock o f C at p a r...
Bonds o f Company A
50,000
at par (c o s t)___
Railroad and other
bonds at present
126,070
v a lu e ......................
366,437
Merchandise ..........
15,563
Sundry debtors . . . .
12,715
Prepaid expense . . .
Goodwill and trade
422,900
marks ...................
Plant and machinery 173,337

Preferred stock . . . . $800,000
Common stock . . . . . 123,000
Surplus .................. . 160,000
Accounts payable . . 141,235
4,728
Notes p a y a b le___
Profit and lo s s .. . . . 217,254

$1,446,217

$1,446,217

B A L A N C E-SH E E T O F C.
Land and buildings.
Machinery ................
Merchandise ..........
Office furniture . . . .
Cash .........................
Accounts receivable.
Goodwill at c o s t...
Bonds of Company
A , 5,000 at cost. . .

Capital stock ........... $120,000
Bonds .......................
30,675
34,000
Surplus ....................
1,650
Dividend declared .
Accounts payable ..
5,879
12,343
Profit and loss........

$41,433
20,577
19,610
50
14,730
21,245
81,867
5.030

$204,547

$204,547
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Company D is organized for the purpose of consoli
dating the three companies whose balance-sheets
are given above, engaged in allied businesses.
Company D is authorized to issue $2,000,000 pre
ferred stock, and $350,000 common stock. It
arranges to buy stock of the subsidiary companies
on the following term s:
I s OFFERED OF

F or each

share of

A. stock
B. preferred
B . com m on
C. sto ck

D. Preferred Stock
1 share

2

sh ares

1 sh are

D. Common Stock
share
1 sh a re
sh are

On these terms D acquires $290,000 of A stock, all
the preferred stock of B, $100,000 of common
stock of B, and $100,000 of C stock. The stock
bought was obtained from individual holders, the
stock of A and C held by B, as well as some stock
held by non-consenting stockholders, not being
acquired. The remaining preferred stock of D
was held by the company. The rest of the com
mon stock authorized was sold for cash at par.
The expenses of organization amounted to $5,000
and were paid in cash.
Of the accounts receivable held by C, $20,000 were
due from B. Of the sundry debtors on the books
of B, $5,500 were due from A.
Company D also issues $500,000 bonds which it
sells at 105 and pays $500,000 cash for a plant
which it buys direct.
Prepare a consolidated balance-sheet.
15
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4. A, B and C were in partnership, A ’s capital being
$90,000, B’s $50,000, and C’s $50,000. Their
agreement is to share profits in the following
ratio: A, 60 per cent.; B, 15 per cent.; C, 25 per
cent. During the year C withdrew $10,000. Net
losses on the business during the year were
$15,000, and it is decided to close out the business.
It is uncertain how much the assets will ultimately
yield, although none of them is known to be bad.
The partners therefore mutually agree that as the
assets are liquidated, distribution of cash on hand
shall be made monthly in such a manner to avoid,
so far as feasible, the possibility of paying to one
partner cash which he might later have to repay
to another. Collections are made as follows:
May, $15,000; June, $13,000; July, $52,000.
After this no more can be collected. Show the
partners’ accounts, indicating how the cash is dis
tributed in each instalment, the essential feature
in the distribution being to observe the agreement
given above.
5. A machine costing $81.00 is estimated to have a life
of four years, with a residual value of $16.00.
Prepare a statement showing the annual charge
for depreciation according to each of the follow
ing methods:
(a ) Straight line.
(b ) Constant percentage o f diminishing value.
(c ) Annuity method.
(For convenience in arithmetical calculation assume the
rate o f interest to be 10 per cent.)

Discuss the significance of each of the methods.
16

Examination for Admission as M ember
Accounting Theory and Practice — Part II
JU N E 15, 1917, 1.30 P. M. TO 4. 30 P. M.
Candidates are required to answer six of the
following questions but no more.
1. A corporation was formed which acquired several
plants, issuing therefor $17,000,000 bonds and
$24,000,000 stock. It was well known at the time
that this capitalization exceeded the true value of
the assets (including goodwill) acquired, to an
extent of $11,000,000. In the first year, after
paying expenses and interest on bonds, the busi
ness yielded considerable net income. May such
net income be used to pay dividends, or must
it be first applied towards making up the
$11,000,000?
2. (a) Explain in full the theoretical difficulties in
regard to each of three commonly used methods
of distributing overhead burden in cost ac
counting.
(b) Show how the appropriateness of each system
may be affected by the nature of the business in
which it is employed.
(c) Give briefly your views on the proper treat
ment of “Idle time.”
3. Discuss the propriety of writing off goodwill, giv
ing your reasons in full.
17
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4. W hat are organization expenses ? How are they to
be treated in accounts? At what point do ex
penses cease to be organization expenses and
become operating expenses ?
Is the deficiency in the early years of a corpora
tion’s activities (whether an actual loss or a
deficiency between the earnings and the normal
rate of return) similar to organization expenses?
How should such deficiencies be treated in the
accounts? To what extent is such a deficiency
similar to interest paid during construction?
Should such deficiencies be carried on the balancesheet ? If so, should they be written off, and how
and when ? May the deficiencies representing the
difference between actual earnings and normal
rate of return be capitalized, in the strict sense of
having capital stock issued to a corresponding
sum ? State clearly just who is affected, and how,
by the different methods of treating the items
mentioned above.
5. Explain the relationship between a sinking fund
and an allowance for depreciation. It is claimed
that in municipal enterprises the requirement that
rates must be high enough to provide both for a
sinking fund to pay off the bonds and also for
a “reserve for depreciation” with which to replace
the plant results in a double charge to consumers.
Criticize or explain this theory.
6. Argument has been strongly urged that aside from
any question of possible mismanagement, or of
18
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the difficulty of making satisfactory investments
to yield the same rate as is paid on the bonds, a
sinking fund for bonds is more expensive than an
arrangement for the serial repayment of bonds.
This is illustrated by the case of $20,000 5 per
cent. bonds. If these are paid off in a series, one
each year, the total payment made will be prin
cipal $20,000, interest $10,500, total $30,500. The
annual sinking fund to pay these bonds would on
a 5 per cent. basis amount to $604.85, making in
twenty years $12,097, and the interest paid on the
bonds would be $20,000, total payments $32,097.
The apparent excess burden is accordingly $1,597.
Discuss the above argument and show clearly just
what the figures mean and in what the apparent
saving actually consists.
7. When a corporation undertakes its own construc
tion work on what basis is it permissible for it to
make charges to property account in respect
thereof? On what basis would you personally
recommend that the charges should be made ?
Give your reasons.
8. (a ) How would you deal in the balance-sheet of a
corporation with shares recovered from a vendor
to whom they had been issued as fully paid and
who had returned them in settlement of a claim
for fraudulent misrepresentation in respect of the
property sold by him to the corporation ?
(b) How would you deal with these shares for the
purposes of a dividend?
19

Examination for Admission as Associate
Accounting Theory and Practice — Part I
JUNE 15, 1917, 9 A. M. TO 12.30 P. M.
Candidates are required to answer questions
one and two and one of the remaining three
questions, but no more.
1. The firm of A and B have the following statement:
Store ............................ $15,000
Accounts receivable . 12,000
Cash .............................. 9,000
Furniture and fixtures 2,800
Merchandise .............. 37,000
4,200
Miscel. equipment . . .
$80,000

Accounts payable . .
Bills payable ..........
A Capital ................
B Capital ................

. . $10,000
. . 5,000
. . 30,000
. . 35,000

$80,000

C is admitted as a special partner with the follow
ing arrangement:
C to contribute $30,000 and to be entitled to one-third
of the profit for one year. Before making the contribution
the following changes to be made in the books: store to be
marked down 5 per cent.; allowance for doubtful accounts
to be created amounting to 2 per cent.; merchandise to be
revalued at $35,000; furniture and fixtures to be valued at
$2,500. At the end the amount o f goodwill is to be fixed
at 3 times the net profits for the year in excess o f $20,000,
this goodwill to be set up on the books, the corresponding
20
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credit being to A and B equally—A, B and C each to draw
$3,000 in cash, the remaining profits to be carried to their
capital accounts.

During the year the following transactions took
place:
Merchandise bought on credit................................... $240,000
Cash purchases ............................................................

25,000

Cash s a le s .......................................................................

125,000

Sales on credit.............................................................

175,000

Accounts payable paid (face $245,000, discount
2 per c e n t.) ............................................................... 240,100
Accounts receivable collected (face $170,000, all
net except $50,000 on which 2 per cent. allowed) 169,000
Buying expenses, paid cash........................................

1,500

Selling expenses, paid cash........................................

21,000

Delivery expenses, paid cash....................................
Management expenses, paid cash............................
Miscellaneous expenses, paid cash..........................

9,000
4,500
3,000

Interest on notes payable, paid cash........................
Partners each withdrew $3,000 cash as agreed.

250

In closing the books for determining profits and
goodwill the following were agreed upon:
Value of merchandise on hand.................................. $60,000
Depreciation on store....................................................

285

Additional allowance for doubtful debts..............
Furniture and fixtures written down......................

165
200

Goodwill having been estimated and duly entered,
C then contributes enough cash so that his capital
account equals just one-third of the total capital.
21
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Prepare statements showing how the accounts are
to be adjusted and the balance-sheet after the final
adjustment.
B A L A N C E-SH E E T O F AB
Real e s t a te ............ $140,000.00
Equipments .......... 75,150.00
P a te n ts.................... 54,700.00
Investments .......... 33,500.00
Cash ........................
4,348.64
N otes receivable . .
2,479.75
Accts. receivable . 31,108.15
Inventories.............. 81,423.70
Goodwill ................ 40,000.00
Trading losses . . . 47,378.00

Capital ..................$229,652.00
Mortgages on real
estate ................. 75,000.00
Accounts payable . 124,615.24
Notes payable . . . . 80,000.00
Reserve for depre
ciation ................
821.00

$510,088.24

$510,088.24

AB, whose balance-sheet appears above, having
been unfortunate in business, goes into liquida
tion. Prepare statement of affairs and deficiency
account.
The real estate is valued at $90,000, the equipment at
$30,000. The patents are considered worthless, with the
exception o f one thought to have a market value o f $5,000.
Bonds, with a par value o f $27,500, were pledged to secure
a collateral loan o f $25,000. These have, however, shrunk
in value so as to be worth at present prices only $22,000.
I ncluded in investments are $5,000 other bonds which are
clearly worthless; the other investments have a doubtful
value of 50 per cent. The notes receivable are thought to
be good. O f the accounts receivable $10,000 are known to
be good, $5,000 are known to be bad, and the remainder
are expected to pay 80 per cent. The inventories are esti22
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mated as worth not more than half o f their book value.
Goodwill is purely fictitious. Interest accrued on the
mortgage is $800, on notes payable, $523. Wages accrued
arc $1,200.

Assuming the foregoing estimates of value are
correct and the expenses of liquidation amount to
$3,000, what percentage of their claims will the
general creditors receive?
3. A company organized with $1,000,000 capital stock
which it placed at par, and $1,000,000 5 per cent.
bonds which it sold at 90, this being a 6 per cent.
basis. It paid to contractors, etc., for construc
tion $1,800,000 and this amount of investment
ran, on the average, for one year before the prop
erty was ready for operation. When operation
began the company had therefore paid one year’s
interest on the issue of bonds. No dividends were
paid on the stock. In addition to the sum named
above the company also paid $10,000 for legal
expenses in connection with incorporation and
$5,000 for franchise and other fees.
How should the accounts appear when the prop
erty was ready for operation ?
4. A corporation having issued its capital stock at par
buys 1,000 shares at 95. It later sells 500 of these
shares at 98, and 300 at 85, and 200 at 101. Give
the journal entries covering these transactions.
How should the items appear on the balance-sheet
immediately after purchasing the stock, and im
mediately after each of the sales?
23
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5. The following items represent the combined state
ment of all the national banks. Rearrange them in
the form of a balance-sheet. You need not fol
low the form used by the Comptroller of the
Currency, but make a balance-sheet in the form
that seems the most desirable.
Banking house, furniture and fixtures.................. $160,800
Bills o f other national banks..................................
31,200
Bills payable ................................................................
44,700
Bonds borrowed .........................................
60,000
Bonds, securities, e t c . . . ............................................ 700,300
Capital stock paid in ................................................. 896,400
Cashier’s cheques outstanding................................
1,000
Certified cheques ....................................................
1,000
Cheques and other cash items..................................
26,900
Circulating notes ................ ....................................... 551,900
Demand certificates o f deposit................................
1,000
Deposits o f U. S. disbursing officers......................
17,800
Dividends u n p a id ........ ...............................................
1,600
Due from approved reserve agents........................ 614,500
Due from other national banks.............................. 334,600
Due from state banks................................................ 123,000
Due from the Treasurer o f the U . S ....................
4,700
Due to approved reserve agents.............. ...............
38,100
Due to other national banks.................................... 823,000
Due to state banks...................................................... 395,800
Due to trust companies.............................................. 337,900
Exchanges for the clearing house..........................
190,600
Fractional currency ..................................................
2,300
Individual deposits subject to cheque.................. 4,315,000
Lawful money reserve in banks.............................. 701,600
Loans and discounts.................................................. 4,678,600
Notes and bills rediscounted....................................
14,400
Bonds (other than U. S.) to secure U. S. deposits
68,200
Other liabilities ..........................................................
6,900
24
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Real estate owned other than banking h o u se.. . .
Overdrafts ...................................................................
Premium on bonds for circulation........................
Redemption fund with the U . S. Treasurer..........
Reserve for taxes.......................................................
State bank circulation outstanding........................
Surplus fund .............................................................
Time certificates o f deposit....................................
Undivided p r o fits........................................................
U. S. bonds on hand...................................................
U. S. bonds to secure circulation............................
U. S. bonds to secure U. S. deposits....................
U. S. deposits..............................................................
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$20,200
30,500
14,600
27,300
4,400
100
548,300
1,000
186,600
7,400
557,300
95,600
143,300

Examination for Admission as Associate
Accounting Theory and Practice — Part II
JU N E 15, 1917, 1.30 P. M. TO 4.30 P. M.
Candidates are required to answer six o f the
following questions but no more.
1. In the process of consolidating several competing
establishments, Corporation A, the holding com
pany, acquires $98,000, out of a total of $100,000,
of the capital stock of Company B. At the time
of the purchase the balance-sheet of Company B
showed surplus and undivided profits of $50,000.
Company A bought the stock of B at 200 per
cent. Almost immediately after the purchase
Company B paid a cash dividend of 25 per cent.
In what ways would the payment of this dividend
affect (a) the balance-sheet of B ; (b) the balancesheet of A ; (c) the consolidated balance-sheet of
A and its subsidiary companies ?
Give your reasons for your answer.
2. The balance-sheet of a corporation shows the fol
lowing credit balances:
Reserve for depreciation
Reserve for extension o f plant
Reserve for bad and doubtful debts
Sinking fund reserve
Insurance reserve
Reserve for pensions
Reserve for contingencies
Reserve for taxes
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W hat would you assume to be the nature of each
of these items? Can better terms be substituted
for any of those used? In what circumstances
would each of the above accounts be debited, and
when debited what would be the corresponding
credit? If the business were to be sold for the
amount of its net worth as shown by the balancesheet, which of these items would represent a
proper addition to the capital stock in determining
the selling price?
3. A machine costing $10,000 was estimated to have
a life of ten years, with a residual value of $1,000.
At the close of each year a charge of $900 was
made and a similar amount credited to “reserve
for depreciation.” Just prior to closing the books
at the end of the tenth year the machine was dis
carded and sold, bringing $2,000, and a similar
machine was bought costing $15,000. Give the
journal entries that you would make to close the
books at the end of the tenth year in order to
cover these transactions and to make necessary
adjustments. Interest is not to be calculated.
4. How should the following items be treated in the
balance-sheet?.
Notes receivable endorsed and discounted at a bank;
Accommodation endorsements made for friends;
Contracts for future delivery at a stated price, the work
being in part completed, and in part, but to a smaller
percentage, paid for;
Guarantee given that machinery sold will last five years.
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5. A company is under obligations to pay $10,000 to
sinking fund trustees “out of profits.” The fol
lowing transactions take place:
1914
Dec. 31
1915
Jan. 5

$10,000 cash paid to sinking fund trustees.

July 1
Dec. 31

Trustees invest in $10,000 of the 5 per cent. bonds
o f the company at 98 and interest (from Jan. 1).
Coupons on above bonds collected.
$10,000 paid to sinking fund trustees.

1916
Jan. 1
2
July 1
Dec. 31
31

Coupons collected.
$11,000 bonds bought for sinking fund at 95.
Coupons collected.
$125 paid for expenses of sinking fund.
$10,000 paid to sinking fund trustees.

1917
Jan. 1
10

Coupons collected.
$10,000 bonds bought at 101 and interest.

Give the journal entries on the company’s books for
the above transactions.
6. A company which keeps no perpetual inventory
records but takes an inventory annually on De
cember 31, suffers a fire loss on March 1. How
would you proceed to compute the inventory on
hand at that date ?
7. In preparing a balance-sheet of a corporation how
would you classify or deal with securities .
(a ) representing the entire ownership o f a plant.
(b ) representing an interest in a competing company.
(c ) representing the investment o f a sinking fund.
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(d ) representing the investment o f a temporary surplus
of cash.
(e ) stocks or bonds issued by the company itself?

8. W hat are the main objects to be sought in arrang
ing the distribution of the work of the treasury
and accounting departments of a business ? What
general lines of distribution would you adopt to
attain these objects ?
(Candidates are not expected to explain methods in
detail or draw forms.)

29

Examinations of November, 1917
Auditing
NOVEM BER 15, 1917, 9 A. M. TO 12.30 P. M.
The candidate is required to answer all o f the
following questions:
1. You are required to make a detailed cash audit for
three years ending October 31, 1917. You find a
disbursement for “Rent October, 1914, $1,000.00,”
on November 6, 1914. You are told the receipt is
missing and the duplicate cannot be obtained. You
are shown as a voucher a check dated November
6, 1914, payable to the landlord or order for
$1,000.00, endorsed with a rubber stamp and
marked by the client’s bankers “paid.”
State with your reasons whether you would accept
this as sufficient evidence that the payment was
made as recorded and, if not, what course you
would adopt.
2. How would you proceed in a cash audit of a club
or fraternal order to ascertain whether the treas
urer had charged himself with all dues paid by
members to him?
3. You receive the following letter:
We have never had our books audited but are contem
plating an audit now. Two o f our friends have recom
mended you to us. Both have businesses similar to ours
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but their advices as to the time required are very different.
Do you carry out different kinds o f audits? If so, what
are the different kinds and under what circumstances do
you recommend one kind and when another?

Write a reply.
4. W hat different classes of obligations and liabilities
should be disclosed in an audit for credit pur
poses ? How would you verify those recorded on
the books and how would you try to discover any
not so recorded ?
5. You are employed to install a system for a large
business which your clients have acquired. Your
recommendations are adopted at the beginning of
a fiscal year. At the close of the year you are
elected by the stockholders to audit the accounts
for the year.
State what procedure you would follow in exam
ining the charges to property accounts, and the
objects of the various steps in that procedure.
6. What are the essentials of an audit certificate in an
audit for credit purposes ?
7. How far are the duties of an accountant auditing
the books of a company affected by the character
and extent of the company’s system of internal
check ?
8. In auditing the accounts of a trustee under a will,
what special matters require to be dealt with
which do not arise in the audit of a business
concern ?
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9. Prepare a bank reconciliation showing at least three
different classes of items constituting the differ
ence between the figures being reconciled and
state how far you would investigate such items in
a cash audit.
10. A company has insured the life of its president for
its own benefit, and is carrying the amount of
premiums paid in its balance-sheet. What position
would you as an auditor take in regard to these
premiums ?
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Commercial Law
NOVEMBER 15, 1917, 1.30 P. M. TO 5 P. M.
The negotiable instrument and bankruptcy acts
will govern the correctness of the answers of
questions one to six inclusive.
Negotiable Instruments
Answer two of the following four questions:
1. What is the purpose of a protest? W hat instru
ments must be and what may be protested ? What
instruments need no protest ?
2.

N ew York, October 1, 1917.
One month after date I promise to pay to John Smith
Five Hundred Dollars for value received, negotiable and
payable without defalcation or discount.
(Signed) H E N R Y JO N ES.

Is the above note negotiable or not? Give reasons.
3. What is the legal effect of endorsing an instrument
in blank?
4. A past due note, endorsed by the payee, but not
marked paid, is found by an administrator among
the deceased maker’s effects. What is the rule of
law as to the presumption of its payment ?
Bankruptcy
Answer one of the two following questions:
5. Who may take advantage of the bankruptcy act
voluntarily, and who may be forced into involun
tary bankruptcy ?
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6. Mention the principal acts which constitute acts of
bankruptcy.
_________
Answers to the following questions ore gov
erned by the common law.
Contracts
Answer two of the three following questions:
7. W hat does a seller impliedly warrant in the sale of
a chattel ?
8. When may a creditor enforce a contract with a
minor ?
9. Explain what is meant by
a.
b.
c.
d.
e.
i.
g.

An executory contract
An executed contract
A void contract
(Give example)
An implied contract ( “
“
)
A voidable contract ( “
“
)
An express contract
A covenant

Corporations
Answer two o f the three following questions:
10. What is meant by cumulative voting? Describe and
state when it is frequently practised.
11. The president and secretary of a mercantile corpo
ration seal, execute and deliver in the company’s
name a mortgage on the company’s real estate,
without the authority of the directors. The com
pany receives adequate value therefor. Can the
holder foreclose in the case of default? Give
reasons.
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12. Describe briefly the more important powers and
duties of the directors of a mercantile or manu
facturing corporation, and state some acts (1)
which would render the directors personally liable,
(2) be ultra vires on the part of the corporation.
Explain what ultra vires means.
Partnership
Answer both of the following questions:
13. A, B and C respectively contribute ten, eight and
six thousand dollars to the capital of a partner
ship. How should the resulting losses and gains
be distributed in the absence of any agreement as
to their distribution?
14. A and B are partners. A dies. The assets are found
to be worth only 75 per cent. of its liabilities in
liquidation. A’s estate is solvent, while B is
insolvent. W hat are the rights of the firm’s
creditors against A ’s assets not invested in the
partnership, and what are the rights of B’s per
sonal creditors as to the partnership assets ?
State the rule governing such cases.
Income Tax
Answer one o f the two following questions:
15. Under what circumstances and to what extent may
losses incurred in speculation be deducted from
gross income of an individual and a corporation
respectively in ascertaining net income subject to
the federal income tax ?
35

E X A M IN A T IO N Q U E ST IO N S—NOVEM BER, 1917

16. When must returns of net income be made under
the federal income-tax law and when is the tax
thereon payable ? Who are required to make such
returns ?
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A ccounting T h eo ry and Practice — P art I
NOVEM BER 16, 1917, 9 A. M. TO 1.00 P. M.
Candidates arc required to answer four ques
tions out o f five.
1. The following is the balance-sheet of the A. B.
Company, January 1, 1915:
Cash ............................
Accounts receivable .
Inventories:
Raw material ----Finished goods . . .
Office furniture and
fixtures ..................
Land ..........................
B uildings....................
Machinery ..................

$52,864
197,425
84,268
31,597
7,500
180,000
150,000
250,000

$953,654

Accounts payable ..
Divid’s, payable pref.
stock Feb. 1, 1915.
Divid’s. payable com.
stock Feb. 1, 1915.
Mortgage bonds 20yr. @ 6% dated
January 1, 1915...
Premium on bonds..
Capital stock pref’d.
"4
"
comm.
Reserve for bad debts
Surplus ......................

$35,482
7,500
10,000

100,000
5,000
250,000
500,000
4,718
40,954
$953,654

The transactions for the year ending January 1,
1916, have been as follows:
Cash received from customers................................ $793,501
Rent received ............................................................
600
There has been purchased
1,232,000 lbs. raw material @ 20 cents per lb.
Sales have been............................................................ 823,334
Discount and allowances on sales.........................
23,519
Bad debts written o ff................................................
2,143
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Disbursements have been made for
Accounts payable ..................................................
Factory expense ...................................................
”
labor .........................................................
“
repairs .....................................................
Office expense .......................................................
Selling e x p e n se .......................................................
Salaries .....................................................................
Taxes .......................................................................

243,356
7,489
351,426
23,843
1,927
52,914
58,471
7,853

Inventories January 1, 1916
Raw material 412,595 lbs. having a
market value of 22 cents per lb. and
finished goods $30,842. The land
is estimated to be worth $200,000.
Semi-annual dividends o f 3% on preferred and 2% on
common, declared in June and December, payable August
1 and February 1. Reserves for depreciation o f buildings
3%; machinery 5% ; office fixtures 10%. Bad and doubt
ful debts reserve should be 2% o f accounts receivable.

Prepare an operating statement and balance-sheet
as on January 1, 1916.
2. From the following accounts appearing on the trial
balance prepare without using figures, statements
which you consider best calculated to set forth
the operations of the year and the financial posi
tion at December 31, 1916, assuming that you are
preparing these statements on behalf of a bank
which desires paper available for rediscount with
the federal reserve bank:
Accounts payable
Accounts receivable
Advertising
Buildings

Capital stock
Capital stock unsubscribed
Cash on deposit
Commissions paid salesmen
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Depreciation buildings 1916
Depreciation machinery 1916
Discount allowed on sales
Discount received on pur
chases
Doubtful accounts receivable
Factory expense
Finished goods inventory De
cember 31, 1915
Freight and cartage inward
Freight and cartage outward
Fuel
Goodwill
Insurance bldgs, and machin
ery
Insurance finished goods
Insurance unexpired build
ings and machinery
Insurance unexpired finished
goods
Interest accrued on invest
ments
Interest accrued on mortgage
payable
Interest paid
Interest received
Investments
Labor factory pay roll
Land
Machinery
Material inventory December
3 1 , 1915
Material purchased
Mortgage on plant

Notes payable
Notes receivable
Office expenses
Office furniture and fixtures
Office pay roll
Organization expenses (to be
distributed over three years
from Jan. 1, 1916)
Pay roll factory accrued
Pay roll office accrued
Petty cash
Prepaid taxes real estate
Profit and loss 1915 surplus
Repairs buddings
Repairs machinery
Reserve for bad and doubtful
accounts
Reserve
for
depreciation
bldgs.
Reserve for depreciation ma
chinery
Returns and allowances on
sales
Salaries general officers
Salaries salesmen
Sales
Salesmen accounts—advances
on salaries
Subscriptions and donations
Taxes income U. S.
Taxes real estate
W ork in process inventory
December 31, 1915

The inventories December 31, 1916, not on the
books were:
Finished goods

Material work in process
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3. Company A purchased on January 1, 1917, the
entire capital stock of Company B at $175 per
share, and the entire stock of Company C at $80
per share.
You are handed the balance-sheet as understated at
June 30, 1917, and are requested to prepare a
consolidated balance-sheet of the A Company and
its subsidiary companies at that date.
BALANCE-SHEET- -COM PANY A
Property and good
will ........................ $850,000
Stock o f subsidiary
companies ............ 1,500,000
Current assets . . . .
700,000

Capital stock ........ $2,250,000
Current liabilities . 150,000
Surplus, January 1. 525,000
Undivided profit for
125,000
one-half year . . .

$3,050,000

$3,050,000

B A L A N C E-SH E E T —COM PANY B
Property and good
will ........................ $650,000
Current assets . . . .
60,000

Capital stock ........ $400,000
Current liabilities . .
10,000
Surplus, January 1. 200,000
Undivided profit for
one-half year . . .
100,000

$710,000

$710,000

B A L A N C E-SH E E T —COM PANY C
Prop’y (as appraised
Capital s t o c k .......... $1,000,000
January 1, 1917) .$1,130,000 Current liabilities .. 240,000
Current a s s e t s ........
180,000 Surplus, January 1.
30,000
Undivided profit for
one-half year . . .
40,000
$1,310,000

$1,310,000

There are no intercompany accounts or inventories.
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4. Frame any entries necessary to record the action of
the directors as it appears in the minutes of the
meeting of August 15, 1917, of which the follow
ing is a synopsis, and the action of the officers
taken pursuant to authority conferred on them by
such m inutes:
The treasurer reported that the profits for the year
as audited amounted to $59,287. Voted that a
dividend of $40,000 be paid on October 1st to
the stockholders of record September 15th and
that $10,000 of the profits be appropriated as a
reserve for relief of employes disabled while in
the service of the United States and invested in
Liberty Bonds.
The treasurer reported that he had an offer of
$1,000 in settlement of a debt of $3,000 of the
A. B. C. Company, which had been written off as
irrecoverable in 1914. He was authorized to
accept the same in full settlement.
The president reported that he had secured tenders
for new building planned in the amount of
$185,000. He was authorized to execute a con
tract accordingly.
The president reported that a firm of bankers had
offered to purchase $200,000 of the company’s
twenty-year 5 per cent. bonds to be dated October
1, 1917, at 93 and accrued interest. He was
authorized to accept the offer and deliver bonds
on that date.
41

EXAMINATION QUESTIONS—NOVEMBER, 1917

5. A owns an annuity of $50 per annum, the first pay
ment on which falls due one year hence, and
which continues for a period of twenty years
certain. State
(a ) The present value o f the benefit.
(b ) The amount which he will have accumulated at
the end o f the period if he invests each moiety
as it becomes due.
Assume interest at 4% payable annually. In this connec
tion the value o f (1.04) 20 is stated to be equal to 2.191123.
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Accounting Theory and Practice — Part II
NOVEM BER 16, 1917, 2 P. M. TO 5.30 P. M.
Candidates are required to answer six out o f
the following nine questions:
1. You are called upon to state what is the annual
sinking fund necessary to redeem a principal sum
of $1,000,000 due 30 years hence—it being as
sumed that the annual sums set aside are invested
at compound interest at 5 per cent. State what
computation you would make to arrive at the
result desired. You need not work out the
computation.
2. Discuss the relative merits of bound books and
loose-leaf or card records for various accounting
purposes.
3. Describe the form in which it is customary to
submit accounts of trustees and executors to a
probate court in any jurisdiction with which you
are familiar. Enumerate the various schedules
containing the details of such accounts and de
scribe exactly what information each affords.
4. What are specification costs ? W hat are their
special advantages and disadvantages?
5. Outline the instructions you would give to afford
the head office of a company adequate control
over expenditures at its various plants for addi
tions and replacement repairs and to ensure uni
form and correct accounting treatment thereof.
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6. State the general principles to be adopted in valuing
the inventory of a concern engaged in selling
various articles, some of which it manufactures
and others of which it buys complete.
7. The “X. Y. Z.” Corporation, the accounts of which
you are auditing, is an American company, and
has as its principal asset an industrial plant pur
chased many years ago located in Mexico. It also
has capital locked up in current inventories,
accounts receivable, etc., incidental to the opera
tion of such Mexican plant. For many years the
Mexican accounts were reflected on the head
office books on the basis of $2 Mex. t o $ 1 U. S. A.
Do you consider this proper at a time when
Mexican exchange stands at, say, $1 Mex. equal
to 18c. U. S. A.? Assuming you feel that the
situation requires adjustment, how would you
proceed to correct the American balance-sheet ?
8. Define—Deficiency account, amortization, consoli
dated balance-sheet, depreciation, contingent lia
bility and controlling account.
9. The prospective purchaser of a business employs
you to examine the accounts.
What important facts should you give your client
in such a case?
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Examinations of May, 1918
Auditing
MAY 16, 1918, 9 A. M. TO 1 P. M.
The candidate is required to answer all the
following questions:
1. What would you consider satisfactory evidence of
the correctness and propriety of expenditures of
the following classes ?
W ages paid
Land purchased
Commission paid to bankers for sale o f bonds
Salary o f president
Expenses of president
Pensions paid to ex-employes
Directors’ remuneration ?

2. Give either the classification of notes and accounts
receivable suggested in. the Federal Reserve
Bulletin for April, 1917, for use in audited state
ments for credit purposes, or an alternative
classification.
3. How is the position of an auditor affected if the
system of the concern under audit is defective?
(a ) As to internal check
(b ) As to cost methods?
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4. In the machinery account of a company under audit,
you find the following among other items:
Dr.
Purchase o f two ma
chines, type A, in
cluding freight . . . . $8,000
Cost o f removing a
disused
machine,
type B, to make
room for new ma
160
chine ..........................
Cost of installation of
280
two new machines..
Alterations to four
type C machines,
n e c e s s it a t e d
by
643
change in product..
Cost o f moving two
machines
fr o m
building A to build
ing B to permit of
m o r e economical
operation, including
reinstallation ..........
270

Cr.
Sale of old machine,
type A (less cost
o f removal a n d
freight) .................... $1,264
Sale o f old machine,
type B
..
1,470

The balance on machinery depreciation account
shows an increase for the year of the amount
provided out of income which is computed at the
rate of 4 per cent. on the balance of machinery
account at the commencement of the year. The
method of keeping the machinery and machinery
depreciation accounts has been in force from the
commencement of operations. Draft your com
ments as auditor of these accounts, assuming that
no items other than those above mentioned call
for any comments.
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5. Prepare a programme for an annual audit of the
accounts of a trust estate. (It is not necessary to
deal with special transactions, such as occur in
connection with the original creation of a trust.)
6. Draft a form of audit certificate to accompany a
balance-sheet which is to be published in the
annual report of a corporation.
7. State two methods which have been used to conceal
thefts of cash and also procedure in an audit
which would disclose such irregularities if they
should exist.
8. W hat is the extent of an auditor’s responsibility in
respect to the classification of assets and liabilities
in a balance-sheet which he certifies?
9. Outline the work which should be done in connec
tion with notes and bills payable in an audit for
credit purposes of a merchandising company.
10. How would you proceed if the accounts of a cor
poration which you were auditing were in your
judgment incorrect and you were unable to in
duce the officers to make the changes you deemed
imperatively called for
(a ) If you had been elected as auditor by stockholders
(b ) If you had been appointed by the directors
(c ) If you had been instructed by the president on the
request of the company’s bankers or note-brokers ?

47

Commercial Law
MAY 16, 1918, 2 P. M. to 5.30 P. M.
Give your reasons for all answers.
The negotiable instrument act will govern the
correctness of the answers one to six inclusive.
Negotiable Instruments
Answer three of the following six questions
but no more:
1. A promissory note is by its terms payable in
stated instalments with a provision that upon
default in payment of any instalment or inter
est the whole shall become due. To what
extent is the negotiability of the note affected
thereby?
2. A executes and delivers to B an undated nego
tiable note, payable 60 days after date. B
inserts a wrong date (not the date of delivery)
and the note passes in due course to C. What
is the effect of the insertion as to the maturity
of note as to C? Does it avoid the instrument
in his hands?
3. Must the authority of an agent to execute and
deliver notes or cheques for and on behalf of
a principal be in writing?
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4.

New York, February 20, 1918.
Thirty days after date I promise to pay to the order of
A B one thousand dollars.
Signed,
JNO. H E N D E R SO N
By Wm. Henderson,
Atty.-in-Fact.

The note passes in due course to an endorsee.
The agent has exceeded his authority in exe
cuting and delivering the note. Is the principal
liable or not?
5. What is the legal effect of a forged signature to
a negotiable instrument?
6. What correction may a payee or endorsee whose
name has been improperly spelled in a nego
tiable instrument make?
Answers to questions seven to seventeen are
governed by the common law .
Contracts
Answer three of the next following five
questions but no more:
7. When is time of the essence of a contract (a) at
law, (b) in equity?
8. W hat is the rule for the appropriation of pay
ments made by a person who owes several
interest-bearing debts to the same creditor?
9. What is a tender to perform a contract and what
is its effect?
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10. In what ways may a contract be discharged by
operation of law?
11. When was a sale complete so as to pass title at
common law, and how did the statute of frauds
and perjuries change this?
Corporations
Answer two of the following five questions
but no more:
12. W hat is the distinction between the capital and
the capital stock of a corporation and how
is the value of the stock measured and
determined ?
13. Under what conditions may a corporation become
the owner of its own capital stock ?
14. W hat are the characteristics of preferred stock,
and what are the rights of the holders thereof
as to dividends and guaranteed dividends and
preference in distribution of capital on
liquidation?
15. Is the agreement between the shareholder and
the corporation that all shares shall be deemed
fully paid up effectual as against creditors?
Explain.
16. W hat is the preference on the part of stock
holders to subscribe to new shares upon
increase of capital?
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Partnership
Answer to this question is required.
17. What are the rules which must be observed
in adjusting the accounts of partners in
liquidation,
(1) as to payment o f losses
(2) as to application o f assets?

Income Tax
Answers to this question are governed by
federal tax laws and are required.
18. W hat are the provisions of the income-tax and
war-tax laws as to the deduction from profits
of the amounts paid for income tax and war or
excess-profits-tax during the fiscal or calendar
year?
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Accounting Theory and Practice — Part I
MAY 17, 1918, 9 A. M. TO 1 P. M.
The candidate is required to answer questions
1 and 2 and four other questions:
1.

B A L A N C E -SH E E T

December 31, 1916
A ssets
Cash ...............................................................
Accounts receivable ....................................

$3,000.00
15,700.00 $18,700.00

Inventories:
Finished goods ........................................ 154,500.00
Goods in process......................................
8,350.00
Materials .................................................... 55,000.00 217,850.00
$236,550.00
Land .......................... ......................... .
40,000.00
Buildings .................................... $94,000.00
Less reserve for depredation 14,000.00 80,000.00
Machinery and fixtures..........
Less reserve for depreciation

81,000.00
21,000.00 60,000.00

180,000.00

Deferred charges:
Insurance and ta x es....................................................

1,100.00

Total assets ......................................................................
Deficit ................................................................................

417,650.00
52,850.00
$470,500.00
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L iabilities
Notes payable .. .....................................$275,000.00
Accounts payable .......................................... 15,500.00 $290,500.00
Capital stock:
Preferred ---Common ........

100,000.00
80,000.00

180,000.00
$470,500.00

The foregoing was the balance-sheet of a corpora
tion, December 31, 1916, incorporated January 1,
1910, and during the ensuing year there occurred
the following transactions:
Sales, net .................................................................. $550,000.00
Purchases, net—raw material............................ 347,00000
Raw material inventory increased......................
64,000.00
Labor ........................................................................
60,000.00
Total manufacturing expense............................
35.900.00
Process inventory increased................................
20,000.00
Finished goods inventory decreased................
36.000.00
Total selling expense..............................................
35,000.00
Total administrative expense..............................
26,000.00

Notes payable have been renewed as they became
due, except that $100,000.00, held by the largest
owners in the company, has been donated to the
company,
July 1, 1917........................................
$5,000.00 of 3½ per cent. Liberty
bonds have been bought..................
$2,000.00 has been donated to the
Red C ro s s ........................................
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N otes.

Depreciation on buildings, estimated life 47 years,
beginning January 1, 1910.
Depreciation on machinery, estimated life 27 years,
beginning January 1, 1910.
Accounts receivable were $45,000.00, and accounts
payable $15,000.00 at the close of the year.
There was accrued interest payable $2,500.00, De
cember 31, 1917.
Prepare an operating and profit-and-loss statement
for the year and a balance-sheet as on December
31, 1917; and calculate taxes to be paid to the
United States government.
The pre-war profits were respectively $14,000.00,
$8,250.00 and $5,500.00, for the years 1911, 1912
and 1913; and the invested capital for the corre
sponding years $160,000.00, $160,000.00 and
$140,000.00.
2. During the year ended December 31, 1917, the
A. B. C. Cotton Mills produced 3,893,000 pounds
of finished product. There were turned into the
mill during the year 4,250,000 pounds of cotton,
costing $750,000.00, and 175,000 pounds of yarn,
costing $60,000.00. The stock in process at the
beginning of the year amounted to 150,000 pounds
valued at $20,000.00, and at the end of the
year to 200,000 pounds, valued at $60,000.00.
Waste produced during the year was 420,000
pounds and realized $26,000.00. The factory ex
penses were: Superintendence, $5,000.00; labor,
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$160,000.00; fuel, $20,000.00; oil, $1,500.00;
mill supplies, $12,500.00; burlap, $4,500.00, and
starch and sizing, $7,500.00. For its finished
product sold the company realized $1,250,000.00.
On the first of the year the value of the finished
product on hand amounted to $26,000.00, and at
the end of the year to $78,000.00. The selling
expenses of the company amounted to $80,000.00,
its general expenses to $22,500.00, and its ex
traordinary expenses not applicable to the cost of
production to $50,000.00.
Prepare a comprehensive income account covering
the year’s operations and give statistics as to the
sales and cost of production per pound by items
with the invisible gain or loss during the year on
cotton passing through the mill.
3. With what accounts of a bankrupt company would
you open the books of the receiver? State your
reasons for so doing.
4. Mention three classes of transactions which a debit
item may represent in a personal account.
5. You are asked by a client to discuss with him
the question of reserves for depreciation and de
pletion of his various capital assets. State your
position on this subject and enumerate the con
siderations you would advance in support thereof.
Would you or would you not be guided by the
rules laid down by the internal revenue authori
ties in deciding upon the rates to be used ?
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6. Explain what is understood by a “book inventory”
and indicate in what circumstances and for what
purposes you would consider such a record to be
of use in a manufacturing business
(a ) For current information
(b ) For use in the preparation o f interim statements of
accounts
(c ) For use in the preparation of final yearly or halfyearly accounts.

Assuming your client decided to rely entirely upon
such book records, what steps should be taken to
guard their accuracy?
7. W hat particular features is it necessary to bring
out in the preparation of the annual accounts of
a municipal or county government?
8. You are called upon to advise a client who has
large dealings, both buying and selling, with
foreign countries, involving questions of foreign
moneys and exchange. W hat general principles
would guide you in advising him?
9. How should a re-appraisal of capital assets be
treated on the books of a going concern
(a ) When it involves an appreciation
(b ) When it involves a depreciation?

Is such appreciation or depreciation a consideration
which should be reflected in a return of net
income to the federal authorities for income and
excess-profits-tax purposes ?
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II

MAY 17, 1918, 2 P. M. TO 6 P. M.
The candidate is required to answer questions
I and 2 and four other questions.
I. Smith, Hill and Davis form a partnership under an
agreement that Smith is to have a salary of
$200.00, Hill $150.00, and Davis $100.00 a month
respectively. The profits are to be divided in
proportion to the amount of business secured by
each partner. The partners are to be individually
responsible for any direct losses arising from
their own business.
They are in business nine months, at the end of
which time their books state as follows:
Smith's sales .............................................. $5,310.00
H ill’s sales .................................................... 3,100.00
Davis' sales ................................................ 3,200.00
Net profits ...................................................... 2,468.50

They then decide to rescind the salary agreement,
treating any salary drawn as an advance, but
otherwise to divide the profits according to the
original arrangement.
You find errors during the nine months’ period,
namely:
Office furniture, charged to op era tio n .... $65.00
Funds lent by Davis, credited to his salary
a ccou n t.......................................................... 400.00
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and open items not entered on the books as
follows:
Smith’s salary (ninth m onth).................
$200.00
H ill’s salary (ninth m onth).......................... 150.00
A d v ertisin g ......................................................
27.50
Clerk hire ........................................................ 130.00
Telephone ........................................................
6.00
Rent ..................................................................
50.00
Stationery ........................................................
15.00
Accounts receivable, Smith’s business,
uncollectible
........................................... 210.00

and that the sales represent a gross profit of 100
per cent. over cost of merchandise.
State the journal entries necessary to readjust the
accounts; and prepare a corrected profit-and-loss
account and a statement of the distribution of the
profits.
The A company buys on January 1st 95 per cent.
of the stock of the B company.
The balance-sheet of the latter company on that
date is as follows:
A ssets
Property account . .
Current assets . . . .

$500,000
850,000

L iabilities
Capital .....................$1,000,000
Surplus ....................
100,000
Current liabilities . . 250,000

$1,350,000

$1,350,000

The A company pays par for 90 per cent, of the
stock and 120 for 5 per cent. of it.
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During the next six months a doubtful claim of
the B company, which prior to January 1st had
been written off, turns out to be good and $5,000
cash is realized on it.
At the end of the first six months B company has
made $100,000 net profit from operations, and a
dividend of $200,000 is paid.
In making up a consolidated balance-sheet of A
company and its subsidiary at January 1st (date
of purchase), state, giving briefly your reasons,
how you would treat
(a ) A company’s interest in the B company,

and at July 1st
(b ) The doubtful claim recovered.
(c ) The dividend paid.
(d ) The interest o f outside B stockholders in B com
pany.

3. In auditing the books of a corporation you find
that, in order to provide a sum to redeem a mort
gage of $100,000 falling due at the end of 10
years, a reserve of $8,000 per annum has been set
aside annually for three years, but that, contrary
to intention, the company has failed to accumu
late interest thereon. Assuming interest at 4 per
cent, (convertible annually) what should have
been the total accumulations to date, and what
amount should now be set aside annually for the
next seven years in order to complete the sinking
fund? (1.04)7=1.31593.
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4. Describe the following and state some of the
respective advantages and disadvantages of each:
(a ) Voucher system.
(b ) Loose-leaf system.
(c ) Cash journal.

5. Name two methods of distributing the overhead or
indirect expense of a factory so as equitably to
transfer such expense to the cost of the different
articles manufactured. W hat advantage has
either method over the other?
6. Should a manufacturing concern invoice its goods
sent to a branch house (1) at selling price, or
(2) at the prevailing wholesale price of the same
or similar goods obtainable in open market, or
(3) at cost? State the reasons fully.
7. (a) W hat books of record are necessary, in addi
tion to the books of account, for a corporation
existing under the laws of your state ?
(b) O f what value would such records be for the
purposes of an audit?
8. W hat general principles should be observed in
differentiating between capital and revenue ex
penditures ?
9. Give illustrations of “diminishing” or “wasting”
assets. How should they be treated?
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Examinations of November, 1918
Auditing
NOVEMBER 18, 1918, 9 A. M. TO 1 P. M.
Answer ten of the following twelve questions
and no more.
1. How would you proceed to audit the books and
accounts of the treasurer of a local Red Cross
chapter ? W hat evidence would you require as to
the propriety of disbursements, and how would
you ascertain that all receipts were duly re
corded ?
2. Draw up an outline of a report on your audit of
the accounts of a corporation that has recently
erected a large apartment house. Assume your
instructions covered the period of erection and at
least one year of operation.
3. A corporation has issued $1,000,000 of 6 per cent.
20-year bonds at 90 and for 8 years has written
off 5 per cent. of the discount each year. Last
year an opportunity occurred to buy in $200,000
at 85, which was done and the bonds cancelled.
The directors propose to take up into their year’s
revenue $30,000, the discount saved upon ex
tinction of this liability. Do you approve? If
not, what course would you advise, or, if they
insist, how would you act?
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4 “Inventory of merchandise should be carried at cost
or market, whichever is lower.” Do you assent
to this proposition? Can you suggest circum
stances in which you would approve a departure
therefrom? Would you be influenced by events
or conditions subsequent to the date of closing
the accounts? Give reasons.
5. Assume you are to audit periodically the accounts
of the trustees of a decedent’s estate, holding a
larger number of investments, and frequently
adding thereto. Outline a plan for your own
guidance to detect the failure to collect or record
the income from such investments. W hat would
be your attitude regarding accrued interest or
dividends in closing the accounts periodically?
6. Give some general principles which will guide you
in determining whether too much or too little
provision has been made for depreciation of
buildings, machinery, tools, goodwill, patents,
franchises. Would a flat rate cover all these
assets satisfactorily?
7. On pointing out the insufficiency of the provision
for depreciation on machinery, which the directors
admit, you are met with the argument, supported
by evidence, that the real estate values have
appreciated to an even greater extent than the
entire depreciation of other assets. As this latter
is not taken up on the books you are asked to
allow the one to offset the other. Give reasons
for your agreement or disagreement.
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8. A financial institution has a large amount of capital
invested in mortgages which are constantly
changing. Suggest a plan for confirming by
averages, and without a complete detailed exami
nation of every account the amount of income
on this investment taken into profit-and-loss
account for a year under examination.
9. State how you would satisfy yourself that all
outstanding liabilities of a business are properly
taken up in the balance-sheet. Point out what you
would like to find by way of system that would
simplify this task. How would you indicate on
the balance-sheet as of December 31st
(a ) Preferred dividend (cumulative) due the previous
November 1st not declared.
(b ) Ordinary dividend for the year, declared the fol
lowing January 22nd.
(c ) Ordinary dividend declared December 30th, payable
February 1st?

10. Your verification of the securities of a corporation
has to be made at a date about two months sub
sequent to the date of the balance-sheet you arc
asked to certify. Can you suggest steps which
will enable you to do this without risk of over
looking serious overstatement ?
11. In auditing the books of a club with a restaurant,
bar and cigar-stand you are not satisfied that
supplies are properly accounted for, although an
inventory is supposed to be taken every month.
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How would you set about verifying your sus
picions regarding the more expensive commodities
(wine, liquors and cigars)?
12. Indicate what would guide you in examining and
criticizing accounts receivable carried on the
branch-office books of a business. W hat would
you require before
(a ) accepting the debts as good, or
(b ) writing off those you were told were bad?
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Commercial Law
NOVEMBER 18, 1918, 2 P. M. TO 5.30 P. M.
Give your reasons for all answers.
Negotiable Instruments
Answer three
questions:

only o f the following five

1. A note non-negotiable in form is executed and
delivered by A to B and endorsed by B to C. A
refuses to pay it when due, claiming want of
consideration. C brings suit against A, averring
that he was a holder in due course. Can A suc
cessfully defend the action if want of considera
tion is established? Give reasons.
2. Suppose that the above note had been negotiable,
would A’s defense of want of consideration be a
bar to C’s recovery or not? Give reasons and
state the rule applicable to the principle involved
in this and the foregoing question.
3. Define a negotiable bill of exchange.
4. State three cases in which the alteration of an
executed and delivered note becomes material.
5. A negotiable note executed and delivered by A to
B passes in due course to and is endorsed in blank
by B, C, D and E ; F is the last holder and strikes
out C’s endorsement. What is the liability of C,
D and E on their endorsement ?
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Contracts
Answer three only of the following five
questions:
1. W hat is the right of stoppage in transitu of goods,
wares and merchandise by the seller?
2. Define consideration in the law of contracts and
distinguish between a good and a valuable
consideration.
3. When can an offer to perform a contract be
w ithdraw n ?

4. W hat are “goods, wares and merchandise” within
the meaning of the statute of frauds?
5. (a) Define mistake and give its effect on contracts,
(b) Define misrepresentation and state its effect.

1.
2.
3.
4.

Corporations
Answer tw o only of the following four
questions:
Name some powers impliedly conferred on every
corporation.
Name some powers which will not be implied.
Has a stockholder a right to examine the books of
a corporation? If so, fo r what purpose?
W hat right has a stockholder to a share of the
profits of a corporate business ?

Partnership
Answer one only o f the following two
questions:
1. Can one partner transfer his interest to a stranger
without consent of his co-partners ?
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Describe general, s o c ia l, ostensible, secret and
silent partners.

Federal Taxes
Answer both the following questions:
Are domestic partnerships obliged to make incometax returns?
2- Is the income of interest on Liberty bond issues
taxable under the law in force July 1, 1918? If
so, to what extent?
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NOVEM BER 19, 1918, 9 A. M. TO 1 P. M.
Answer all the following questions:
1. The following items appear on the balance-sheet of
the American Pin Company, June 30,1912. Land,
buildings, equipment, etc., $335,000; capital stock
of the Bronx Pin Ticket Company, par $50,000;
cost, $57,400; patents, $15,000; working and
trading assets, $37,500; cash, $10,000; accounts
receivable, $32,000; due from Bronx Pin Ticket
Company, $375.82; deferred assets, $1,500; first
mortgage 6 per cent. gold bonds payable, due
1922, $100,000; taxes accrued, $3,250; salaries
and wages accrued, $4,327.82; accounts payable,
$123,749.83; notes payable and interest, $80,125;
interest accrued on first-mortgage bonds payable,
$2,500; reserve for depreciation of building and
equipment, $35,000; preferred capital stock out
standing, $75,060; common capital stock out
standing, $50,000; profit-and-loss surplus,
$14,823.17.
The American Pin Company having acquired all
the capital stock of the Bronx Pin Ticket Com
pany, the balance-sheet of which appears below,
it is proposed to merge the two companies as of
July 1, 1912.
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T h e B ronx P in T icket C ompany

Assets—Land, buildings and equipment, etc.,
$260,000; capital stock of the Blaustr Pin Tray
Company carried at par, $35,000; patents, $22,625;
working and trading assets, $10,000; cash,
$10,365.27; accounts receivable. $37,943.86; sink
ing fund $3,236.92; deferred charges to expense,
$1,200. Liabilities and capital—First mortgage 5
per cent. gold bonds payable, due 1925, $50,000;
taxes accrued,$2,750; salaries and wages accrued,
$3,147.83; due to creditors, $144,720.30; due to
American Pin Company, $375.82; notes payable
and interest, $31,372.53; interest accrued on first
mortgage bonds payable, $1,250; reserve for de
preciation of plant and equipment, $27,500;
common capital stock outstanding, $50,000;
profit-and-loss surplus, $69,254.57.
Prepare
(a ) The entries on the books o f the American Pin Co.
(b ) The entries on the books o f the Bronx Pin Ticket
Co.
(c ) Balance-sheet o f the American Pin Company after
the merger.

2. The following problem is based upon the estimate
cost system. No factory ledger will be used, all
accounts being kept on the general ledger. The
business is the making of men’s clothes, and two
principal materials will be used, fine woolens and
plain woolens, of which stock records will be kept.
Stock record will also be kept for finished goods.
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( a ) T he follow ing styles of clothing will be made,

and they are estimated to cost
Style
801
Materials used ................................ $12.50
3.00
Supplies (linings, buttons, etc.).
9.00
Labor ................................................
Factory expenses, 60%..................
5.40

Style
802
$8.00
2.50
6.00
3.60

Style
803
$4.00
2.00
4.50
2.70

$29.90 $20.10 $13.20

Note that the estimated costs are subdivided into
four sections and that the accounts must be kept
to record the corresponding subdivisions of
operating costs.
(b) The company starts with the following:
Dr.
Cr.
Machinery and equipment................$10,000.00
Cash ...................................................... 40,000.00
Capital stock .....................................
$50,000.00

(c) The purchases for the first month according
to voucher record are
Materials, fine woolens, 2,000 yds., at $3.00.. $6,000.00
Materials, plain woolens, 3,000 yds., at $1.50 4,500.00
Rent o f factory......................................................
500.00
Lining, buttons and thread, etc..........................
3,400.00
Salesmen’s commissions paid............................
700.00
Office expenses ......................................................
120.00
Repairs to machines and equipment................
350.00
Electric power ......................................................
440.00
Oil, waste and other factory supplies..............
225.00
$16,235.00
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(d) The payrolls are summarized as follows:
Foreman and timekeepers..................................
Tailors, cutters, etc. (direct lab or)..................
Office and salesmen’s salaries..........................
Inspectors and other indirect factory w ages..

$250.00
4,600.00
750.00
435.00
$6,035.00

(e) Depreciation on equipment is calculated at 1
per cent. per month.
(f) The cutting room foreman reports having
taken from stock and cut the following materials
for use on garments in progress:
1,400 yds. fine woolens
2,200 yds. plain woolens

(g) The tailoring foreman reports the following
garments finished and placed in stock:
Style No. 801........
“
“ 802..........
“
“ 803..........

(h) The sales record is

..300
..200
as

Invoice No. 1 Style No. 801
“
“ 803
“
“ “
801
“ 3
“
“ 802
“
“ 4
802
803

“
“

follows:
100 pieces

100

“

50

“

100
100

“
“
“

25

$4,000.00
2,000.00
2,050.00
3,000.00
2,800.00
450.00
$14,300.00

(i) Hint: make entry for cost of sales.
( j ) Received cash from custom ers, $9,000.00.
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(k) Paid out cash for wages, $6,035.00, and
vouchers, $7,650.00.
(l) Inventories at end of month. (In addition to
stocks of raw materials and finished goods as
shown by stock records.)
Supplies, $1,000.00
Unfinished goods:
Style No. 801, 50 pieces.
All material cut.
All supplies provided.
Labor half completed.
Style No. 802, 100 pieces.
AU material cut.
H alf o f supplies provided.
H alf of labor finished.

(m ) Prepare balance-sheet and profit-and-loss
account for the month. Add or deduct from cost
of sales, when preparing profit-and-loss account,
the unabsorbed labor, expenses, etc.
(n) Show how balances of raw material and
finished goods are made up.
3. A dealer in foreign exchange finds from his books
that he has had the following transactions in
London exchange during a particular month, viz.,
Exchange bought in local market:
Jan. 1 30-day bill, payable in London £300 at 4.75
Jan. 15 Bill due at sight in London £2,500 at 4.76
Exchange sold in local market:
Jan. 5 Bill due in London at sight £1,000 at 4.77
Jan. 20 Cable transfer £2,000 at 4.78
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Foreign correspondents’ draft honored and paid:
Jan. 20 Bill at 30 days after sight accepted Dec. 21st
£500 at 4.78

State how the balance on the account stands at the
close of the month and how much profit or loss
has been derived from the transactions. (At
January 31st the rate for cable transfers is 4.80.)
Is the profit or loss so stated final ?
A distinction is made between funded debt and
unfunded debt. Please define and compare, dis
cussing the advantages and disadvantages, if any,
attaching to each.
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Accounting Theory and Practice — Part II
NOVEMBER 19, 1918, 2 P. M. TO 6 P. M.
Answer any eight of questions I to I I and
any four of questions 12 to 18 and no more.
1. Mention and explain two common views concern
ing the treatment of donated capital stock.
2. W hat is the status of a company in the hands of
the alien property custodian with regard to the
capital stock tax as required by the revenue act
of September 8, 1916?
3. A manufacturing concern having several branch
offices for the sale of its product is in the habit of
billing the branches at a wholesale price and
expects each branch to show a profit. A balancesheet is prepared in which the current accounts
with the branches (after closing out their profits
and losses into head office) are carried as ac
counts receivable. These branches carry a con
siderable stock of merchandise and have their
own accounts receivable and possibly some out
standing accounts payable. How would the above
balance-sheet have to be modified in order to show
correctly the financial condition of the business?
4. ( a ) W hat items do you consider should be charged
or credited direct to surplus?
(b Would you regularly make small adjustments
of subsequently discovered errors through this
account ?
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(c) Is the balance at credit of surplus ever in any
circumstances a liability, and, if so, to whom?
5. Give some idea of what taxes you would charge
against income and what against surplus. Of the
former, which, if any, would you take up into
manufacturing costs? W hat provision, if any,
would you make for income and excess-profits
taxes, in closing accounts before the passage of
a pending act levying these taxes, either in gen
eral circumstances or when profits are partly
divisible under some special contract or arrange
ment ?
6. Give some principles to determine a proper dispo
sition of the cost of enlarging a plant, including
a partial re-building of the old portion.
In case you have insufficient data to enable you to
apply these principles satisfactorily, offer some
solution of the difficulty.
7. W hat are the distinguishing characteristics of the
“corporation” as compared with other forms of
business organization? W hat privileges does it
carry and what, if any, are its disadvantages?
8. There is a confusion in the minds of many people
between statements of “revenue and expense”
on the one hand and of "receipts and payments”
on the other hand. Discuss the distinctive fea
tures of such statements, showing wherein they
differ.
9. Can you suggest any circumstances in which good
will would appear in the books of a partnership?
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10. A company makes machines of a highly technical
nature which it rents out, but refuses to sell, to
its customers. These machines, if kept in good
order, are calculated to last almost indefinitely,
but say for at least 20 years. They are, on the
other hand, liable to be superseded at any time
by new devices or methods. How would you
treat the original capital value on the books of
the company? (Assume that two years’ rental
would, in each case, liquidate the first cost.)
11. W hat are the present requirements of the federal
reserve banks in regard to the verification of the
accounts of companies whose paper is submitted
by member banks for rediscount?
12. Enumerate the essential heads of information
which ought to be brought out in statements pre
pared for the information of bankers for credit
purposes. Would you or would you not amplify
such information in a statement prepared for the
information of
(a ) Officers and directors,
(b ) Shareholders o f a company?

13. On December 31st the office of a company with
which you have previously been connected as
auditor is burned and all its records completely
destroyed. Its plant is, however, saved, and its
business can be continued without any break.
You are called upon to assist in the preparation
of a balance-sheet and open up new books with
out delay. How would you proceed ? You have
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in your possession a balance-sheet prepared by
yourself at the close of the preceding year. You
will incidentally also be required to prepare the
company’s returns for income-tax purposes.
14. Define corpus and income and state clearly what
they mean in dealing with the accounts of a
decedent’s estate. Outline the books you would
keep in order properly to record transactions
affecting such an estate, it being assumed that
the will calls for the division of the estate into a
number of trusts, some of which carry life rents
to certain beneficiaries with a different applica
tion ultimately of the principal.
15. State the rules which govern the treasury depart
ment either under law or under its official rulings
with relation to the deduction of any four out of
the following seven classes of deductions from
gross income in preparation of returns of net
revenue.
(1 )
(2 )
(3 )
(4 )
(5 )
(6 )
(7)

Bad debts and reserves for them;
Depreciation o f horses;
Depletion o f coal in a coal mining company;
Depletion of oil in an oil-producing company;
Donations and charity;
Salaries o f officers o f a corporation;
Excess-profits tax in its relation to income tax
and vice versa.

16. Give a pro forma monthly operating and profitand-loss statement for any one of the following
industries, introducing a statistical statement
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showing unit costs or any other useful cost data
which may be practical,
(a )
(b )
(c )
(d )

A brewery;
A flour mill;
A coal mine;
An oil development company with producing
w ells;
(e ) A foundry;
( f ) A rolling mill producing steel rails.

Actuarial Questions (Optional)
17. A corporation wants to retire a debt of $105,000
bearing 5 per cent. interest payable annually.
The tenth payment, including interest, is to be
$15,000. The other nine periodical payments
are all to include interest and to be of the same
amount. Required the amount of each of such
nine payments (1.059 = 1.551328).
18. A $10,000 5 per cent, semi-annual coupon bond is
bought on a 4 per cent basis due 1% years
hence. What did it cost?
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Examinations o f May, 1919
Auditing
MAY 15, 1919, 9 A. M. TO 1 P. M.
Answer all the following questions:
1. How would you verify the accuracy of accounts
receivable from trade customers
(a ) In a detailed audit;
(b ) In a balance-sheet audit?

2. In a balance-sheet audit how would you verify as
to quantities and amounts the inventory items—
(a ) Goods in process;
(b ) Repair and replacement parts for the concern’s
product ?

3. You are informed that during the period covered
by a balance-sheet audit, which you have made, a
defalcation was going on in the petty cash which
was not discovered by you. You are asked to
write a letter of explanation to the board of
directors. Explain what you would do, and
draft such a letter.
4. How would you treat cash discounts on capital
expenditures, such as for new machinery?
5. In auditing the accounts of a corporation for the
year ended December 31, 1918, you find that for
the first time there were taken into consideration
goods to be received after January 1, 1919,which
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you find were covered by firm contracts. The
purchase price of the goods was charged to pur
chases account as of December 31, 1918, and
credited to the vender. In the inventory the
goods were taken at 20 per cent. less than cost.
You find that the market price was in fact 80
per cent. of cost. Tax statements have been
prepared in accordance with the books.
Give your opinion as to the wisdom and propriety
of the course adopted and your advice as to
reflecting the foregoing in the balance-sheet.
6. Discuss the various methods of handling contain
ers in different businesses ? In each case describe
the duty of the auditor.
7. In making an audit or investigation for the pros
pective purchase of a business to be followed by
a report, including a balance-sheet and income
and profit-and-loss statement, would you expect
such a report to differ from the report which you
would make based upon a balance-sheet audit
directed to and made for the president of a cor
poration? If different, specify fully the points
of difference.
8. How could a manager, who does not keep the
books but is interested in the profits of one
department of a business, unduly increase the
amount of his compensation ? In making an audit
where profit-sharing agreements exist should an
audit programme differ from that required where
there are no such agreements? If so, why?
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9. (a) Would you refuse to sign an audit certificate
if you had been refused access to the minute
book of a corporation?
(b) If the answer is “Yes,” would you sign the
certificate with a qualification?
(c) Mention five items for which you would look
in examining a minute book.
(d) If the corporation were a “close” one and
practically no minutes were kept, what action
would you take and why?
10. When plant and deferred-asset accounts are in
creasing, should an auditor attempt to ascertain
whether or not production is increasing, to the
same relative extent? W hat is the auditor’s
general duty in regard to (a) capital expendi
tures and (b) increases in inventories? Answer
fully.
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Commercial Law
MAY 15, 1919, 2 P. M. TO 6 P. M.
Give your reasons for all answers.
Negotiable Instruments
Answer three o f the following four questions:
1. On the balance-sheet of a merchant there appears
an item, notes receivable $5,695.50. You find
these notes on hand or in bank for collection.
You also find that the merchant has discounted
at his bank notes previously received by him not
yet due amounting to $11,000.00.
(a ) Since these discounted notes are no longer held
by the merchant, has he any further responsi
bility or liability?
(b ) If so, describe its nature and what effect it may
have on the balance-sheet.

2. In counting the cash in a mill office you find as
part of the cash cheques which have been re
ceived from customers subsequent to the last
bank deposit, which was made a week prior to
your visit. The cheques are drawn on various
widely scattered banks, including the mill’s own
bank, which is three miles away on a trolley line.
(a ) What does the law require the holder of cheques
to do?
(b) What danger, if any, may this mill incur in the
collection of these cheques when it makes its
next deposit?
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3. Among the notes receivable of E F, whose books
are being examined, are two promissory notes
past due. The maker of both is A B, whose
financial responsibility is doubtful. One of the
notes bears the endorsement of B C, who is
known to be “good.” W hat steps should have
been taken by E F on the dates when each of
these notes fell due to protect his rights?
4. (a) How does the certification of a cheque by the
bank operate to change its nature in the hands of
a holder?
(b) Describe the words necessary to effect
certification.
Contracts
Answer two o f the following three questions:
5. A calls B on the telephone and says: “I have fine
apples at $5.00 a barrel.” B says: “I will take
two barrels.”
(a) Is this a good contract?
(b ) What effect, if any, would be created if the same
words had been expressed in a signed letter
by A to B with B’s signed reply?
(c ) What additional effect, if any, would be created
by a more formal expression o f the same con
versation in a “ memorandum o f agreement”
signed by both parties and properly witnessed?

6. (a) What is the difference between an ordinary
contract and one of suretyship?
(b) W hat duty does the employer of a “bonded”
cashier owe to the indem nity (o r security) com 
pany d uring the term of the bond?
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7. W hat is the difference between the contract called
“instalment lease” and one under which mer
chandise is sold on terms requiring payments of
stated amounts in thirty, sixty, ninety and one
hundred and twenty days after delivery?
Corporations
Answer both the following two questions:
8. In January of each year for several years the
directors of a corporation have declared an
annual dividend on the company’s preferred
stock at the rate specified on the certificates. In
the balance-sheet of December 31st of each pre
ceding year the treasurer sets up the amount of
the dividend as a liability of the company. Does
the liability item correctly represent the com
pany’s responsibilities to its preferred share
holders and the holders of its notes payable?
9. (a) Describe some of the principal advantages
obtainable through the incorporation of a busi
ness now owned by an individual.
(b) Are there any disadvantages to be considered ?
Partnership
Answer both the following two questions:
10. In an agreement for sharing profits entered into
between two partners of a business concern and
three employees, how should the agreement read
to distinguish it from one of general partnership?
11. (a) In examination of the business books of a
partnership, for w hat document would you
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inquire for confirmation of the division of profits
and amount of capital of the several members?
(b) Describe several other important provisions
which you would expect to find in such a
document.
Federal Income, War-Profits and ExcessProfits Taxes
Answer both the following two questions:
12. You own two houses, in one of which you live.
The other is leased to a tenant at a fixed monthly
rental. You paid during 1918 real-estate taxes
to the state, county, city or township on both
properties. You also paid for the repairs on both.
(a ) Does the present federal income-tax law make
any distinction between the two properties as
to these two classes o f expenses?
(b ) I f so, explain the reason, if any, for the distinc
tion.

13. A corporation owns and operates a rolling mill.
In its expense accounts for 1918 are the follow
ing items of disbursement:
$1,000.00 to Red Cross for services o f nurse and for
medicines at the mill’s emergency hospital;
500.00 to the war chest (a local community fund) ;
100.00 annual dues in National Mill Owners’ Asso
ciation ;
500.00 to a local hospital for beds provided solely
for the use of employees o f the corporation;
250.00 to the Society for the Prevention o f Cruelty
to Children.

Specify which, if any, of these items the corpora
tion may deduct from its gross income in de
termining its taxable income.
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Accounting Theory and Practice — Part I
MAY 16, 1919, 9 A. M. TO 1. P. M.
Answer all the following questions:
1. A has agreed to sell to B the goodwill of the X. Y.
Co. on the basis of three years’ profits of the
business to be determined by you on sound prin
ciples of accounting as accurately as possible
from the following statement handed you by A.
You are required to compute the value of the
goodwill, but are not expected to take into
account any considerations outside those pre
sented by the statements.
1st Year 2nd Year 3rd Year
Credits
Sales (selling prices substantially
uniform during p eriod).............. $638,400 $602,500 $564,000
Estimated value of construction
work performed and charged
to p rop erty ...................................

110,000

Appreciation o f real estate upon
revaluation by experts................

77,600
80,000

Profit on sale o f Bethlehem Steel
Co. s t o c k ........................................
Inventory at end o f period:
Production material at c o s t ....
Finished goods at selling prices

154,000

85,000
72,000
76,500

103,100
114,000

106,600
150,000

$896,900 $977,200 $1,059,600
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1st Year 2nd Year 3rd Year
Debits
Production materials purchased.. $233,000 $252,400 $220,300
60,900
50.850
61,400
Production labor ............................
Production expense
(including
depreciation) ...............................
70,300
66,750
69,300
62,800
Selling expenses ............................
52,500
55,650
Interest .............................................
98,500
96,000
94,000
74,600
49,000
86,000
Cost of construction work............
Inventory at beginning of period:
51,400
72,000 103,100
Production material at cost___
54.900
76,500 114,000
Finished goods at selling prices
$680,000 $730,250 $815,900
Balance, being profit claimed
by A ............................................ $216,900 $246,950 $243,700

2. Does the basis of three years’ profits for arriving
at the goodwill outlined in the previous question
appear to you to be reasonable upon the facts
disclosed to you ? If not, what advice would you
offer upon the question if A or B were your
client ?
3. From the following balance-sheet and data
(a ) Prepare corrected balance-sheet in appropriate
form for the information of stockholders and
auditor’s certificate thereto.
(b ) Show statement o f adjustments to profits and
surplus.
P A SSA IC FA L L S W OO LEN M A NU FA CTU RING CO.
A ssets BAL A N C E-SH E E T —June 30, 1918
Land ................................................................................... $10,000.00
Buildings (brick) ........................................................... 100,000.00
Machinery ......................................................................... 150,000.00
Steam power plant...............................................................
25,000.00
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Assets— (Continued)
Treasury stock common, 250 shares costing............
Accounts receivable
...................................................
Inventories June 30, 1918 ...............................................
Cash ...................................................................................

$20,000.00
50,000.00
75,000.00
20,000.00
$450,000.00

Liabilities
Capital stock—common, par $100.00..........................$125,000.00
Capital stock—preferred 7% cumulative, par $100.00 100,000.00
Accounts payable ........ ................................................... 130,000.00
Undistributed earnings, June 30, 1917 ......................
60,000.00
Profits year ended June 30, 1918 ..................................
35,000.00
$450,000.00

Adjust the above figures in regard to the following:
(1 ) Land is appraised at $15,000.00 and is to be ad
justed to that value.
(2 ) Give effect in the statements to depreciation o f the
wasting fixed assets for the year ended June 30,
1918, at rates considered fair.
(3 ) Dividends on the preferred stock have not been
paid for years ended June 30, 1917, and June
30, 1918.
(4 ) Inventories are valued $5,000.00 below cost.

4. It frequently happens that a corporation contracts
to purchase property at an agreed price, which
on the face of the contract is declared to be its
value, and that by another clause in the contract,
or by another contract, the vendors agree to
provide, in addition to the property, a certain
sum for working capital or even for free surplus.
It is sometimes maintained that this free sum so
provided is a profit or surplus of the new cor88
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poration available for payment of dividends if
the directors so determine.
W rite a brief expression of your opinion as to the
proper treatment of the sum turned back.
5. In examining the affairs of a manufacturing con
cern you find, among the assets, finished goods
inventory of $175,798.00 and ascertain that
included in the above total is the sum of
$50,000.00 covering goods deposited as collateral
to secure notes which are included in the notes
payable account. How would you treat this in a
statement prepared for credit purposes ? Explain
why.
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Accounting Theory and Practice — Part II
MAY 16, 1919, 2 P. M. TO 6 P. M.
Answer questions 1 and 2 and any five of
questions 3 to 13 inclusive.
1. The following trial balance of the B. C. Cotton
Company is taken from the books after inven
tories and deferred charges have been posted.
The accounts are ready to close for the period.
The consigned goods account has been inactive
for six months and will continue so for the
present. Prepare statement to show for the
quarter ended March 30, 1918, total manufactur
ing expenses, cost of goods made, cost of goods
sold and net profit, and submit a balance-sheet as
of March 30, 1918.
TRIAL BALANCE
Dr.
Cloth .........................................................
Labor ........................................................
L ig h t ..........................................................
Royalties
...........................................
Oils ...........................................................
Finishing ..................................................

$33,862.99
132.72
50.00
38.62
7,455.55

Cash ...................................................

119,126.06

Liberty bonds ........................................
Supplies ....................................................
Starch ......................................................
Fuel ..........................................................
Water .......................................................
Freight inward ......................................
A ccounts receivable ..........................

1,000.00
1,276.06
800.00
1,455.99
202.24
1.353.99
63,492.58
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Cr.
$268,337.28
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Dr.
Accounts payable ............
Notes payable ..................
Building and machinery.
Tenements ........................
Insurance ............................
Taxes ................................
General expense
........
Rents receivable ..............
Commissions ....................
Interest p a id .....................
Discount taken ................
Purchases, m a teria l........
Surplus ...............................
Discount allowed ............
Capital stock ....................
W aste sales ......................
Inventory, Finished goods
“
Process
“
Materials
“
Fuel
“
Starch
“
Supplies
Prepaid taxes
Unexpired insurance
Prepaid interest
Consigned goods

.

Cr.
313.45
225,000.00

341,378.14
1,610.99
350.00
567.71
542.88
378.87
7,121.42
2,539.90
4,016.26
162,403.68
168,866.14
899.50
362,500.00
1,401.39

3 /3 0 ---- .
3 /3 0 ....
3 /3 0 .... .
3 /3 0 ....
3 / 3 0 ....
3 /3 0 ....
3 /3 0 ....
3 /3 0 ....
3 / 3 0 ....
3 /3 0 ....

114,069.57
31,464.02
113,860.99
1,250.00
800.00
1,300.00
208.96
660.41
5,100.00
14,438.42
$1,030,813.39$1,030,813.39

Inventories of finished goods have been credited to
cloth account and inventories of goods in process
and materials to purchase account.
IN V E N T O R IE S JA N U A R Y 1, 1918
Finished goods, January 1, 1918.. $132,833.85
Goods in process, January 1, 1918 .
22,258.01
Materials, January 1, 1918............
143,566.55
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2. From the following statement of facts set up the
trial balance of the Broad Exchange bank, De
cember 31, 1918, after closing, and prepare there
from a condensed statement of condition as of
the same date:
Due from banks, $74,975; time certificates of
deposit, $10,000; cashier’s cheques, $496,349.75;
rediscounts, $400,000; customers’ loans, $500,
000; bills purchased, $550,000; exchanges for
clearing house, $320,000; due to banks, $834,000;
certified cheques, $12,500; cash, $956,750; de
mand certificates of deposit, $2,500; transit de
partment, $100,000; on deposit w ith Federal
Reserve Bank, NewYork, $48,500; demand loans,
$125,000; time loans, $80,000; bonds and mort
gages owned, $100,000; coupon deposits, $3,750;
on deposit with National City Bank, $53,062.50;
depositors, $765,910; banking house, $200,000;
furniture and fixtures, $25,000; capital stock is
sued and outstanding, $500,000; securities owned,
$96,812.50; surplus, $201,090.25; accrued interest
receivable, $1,075; interest purchased, $125; un
earned discount, $5,200.
3. Define
(a ) Treasury stock.
(b ) Nominal accounts.
(c ) Accrued interest.
(d ) Controlling account.
(e ) Deferred charges.
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4. W hat should be the controlling factor in determin
ing whether or not certain items may properly
be capitalized?
5. (a) How should a trading company, acting also
as agent for an individual trader, show on its
balance-sheet the unsold consigned goods of the
principal ?
(b) How should the principal show the goods on
his own balance-sheet?
6. Name the elements essential to the proper calcu
lation of a depreciation charge.
7. How would you prove in quantities the inventory
of materials at beginning of year if you had
superintended an actual inventory at end of year?
8. Give journal entry to express the declaration of a
dividend.
9. How would you treat unclaimed dividends?
10. Can you mention any distinction between dividends
declared out of income and dividends declared
out of profits realized from the increment of
invested values ?
11. Define
(a ) Contingent liability.
(b ) Actual liability.

Actuarial Questions (Optional)
12. A bond, bearing interest at 5 per cent. per annum
payable annually, and repayable in five years,
with bonus of 10 per cent., is for sale. What
price can a purchaser pay who desires to realize
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6 per cent, on his investment? (V 5 @ 6 per
ce n t.= .7473.)
13. A lease has five years to run at $1,000.00 a year
payable at the end of each year, with an exten
sion for a further five years at $1,200.00 a year.
On a 6 per cent. basis what sum should be paid
now in lieu of the ten years’ rent? (V 5 @ 6 per
cent. = .7473.)

94

Examinations of November, 1919
Auditing
NOVEM BER 13, 1919, 9 A. M. TO 1 P. M.
Answer any ten questions and no more.
1. Outline in the case of a balance-sheet audit a pro
gramme of instructions for verification of cash
and bank balances.
2. Outline a system of internal checks for a wholesale
grocery concern doing a business of $3,000,000 a
year, with about 2,000 customers. The system
should coordinate with an annual audit by pro
fessional accountants.
3. A corporation owns nearly all of a block of land.
The remaining portion is purchased subject to an
existing lease. The corporation sets aside out of
surplus an amount believed to be sufficient to
extend its plant over the entire block at the
expiration of the lease. W hat ledger title should
be given to the amount set aside, and how should
the amount be set up on the balance-sheet?
4. In making “ detailed ” audits some auditors verify
all postings and footings of general and sub
sidiary ledgers, even though controlling accounts
are kept. State reasons for and against such
procedure.
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5. Describe three methods of calculating depreciation
and suggest cases in which each might be feasible
or desirable.
6. The federal reserve board stipulates that paper to
be eligible for re-discount must be supported by
a statement of the borrower showing a satis
factory excess of quick assets over current
liabilities.
(a ) For such purpose what items are
1. Quick assets?
2. Current liabilities?
(b ) A man owns 100% o f the stock o f each o f two
corporations. The business o f one corporation
is leased to the other, so that the lessee cor
poration has title to all quick assets. What
kind o f a statement should be submitted?

7. In auditing the accounts of a corporation for the
first time you find that during prior years the
federal income-tax returns (which had not been
audited by the government) were, in your
opinion, inaccurate and that a substantial addi
tional amount of taxes is due to the government.
Your client claims that the returns were correct,
having been prepared under the advice of coun
sel. You believe that the client is acting in good
faith. What, if anything, would you recom
mend? W hat bearing, if any, would the facts
have upon a balance-sheet to be certified by you ?
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8. Describe a proper arrangement of audit working
papers
(a ) During the audit;
(b ) When ready for filing.

9. In the audit of the accounts of an instalment house
with 20,000 open accounts, where weekly pay
ments are due and made in currency, how would
you verify the outstanding balances?
10. You ascertain that a client owes a substantial
amount for assessments against local benefits.
No liability therefor appears on the books. How
would you proceed to determine the amount
due? How would you reflect such amount on
the balance-sheet?
11. On March 15, 1919, you received instructions to
audit the accounts of a large corporation whose
fiscal year ended December 31, 1918. The cor
poration has subscribed for Liberty bonds
through various banks and at December 31, 1918,
certain subscriptions had been paid for in full
and delivery of the bonds accepted, while in
other cases part payments only had been made.
Bonds have also been delivered to employees
who have subscribed and paid for them in full.
Describe how you would proceed to verify the
asset shown on the balance-sheet at December
31, 1918, representing bonds on hand and part
payments made on subscriptions, so that you can
give an unqualified certificate to your clients as
of December 31, 1918.
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12. In making an audit of a trust estate you find the
following amounts treated as income:
(a ) Profit on retirement of $10,000 bonds paid off
at par plus 5%.
(b ) Dividend of $500 due prior to decedent’s death.
(c ) Interest on $10,000 note for half-year to June 30th
(testator having died on March 31st).
(d ) Dividend o f $1,000 for half-year to June 30th
received July 1st.

W hat criticism, if any, would you advance in
regard to these credits?
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Commercial Law
NOVEM BER 13, 1919, 2 P. M. TO 6 P. M.
Give reasons for all answers.
Negotiable Instruments
Answer three o f the following four questions:
1. (a) A holds B’s note for $5,000, which is drawn
to the order of A. How can A transfer the note
to C and at the same time avoid liability on it ?
(b) Mention the various kinds of endorsements
and give an example of each.
2. A received from B a negotiable promissory note
for $2,500 payable on demand to the order of B
and endorsed by B to the order of A. Six months
later the maker of the note became insolvent.
Has B any defense to an action by A against
him as endorser? Explain fully.
3. A delivered his cheque to B for $150 in payment
for a horse and later gave notice to the bank on
which it was drawn not to pay it. W hat are B’s
rights (a) against the bank and (b) against A?
4. As an accommodation to B, A on June 1, 1919,
endorsed B’s note for $1,000 payable to C’s order
on July 1, 1919. On July 2, 1919, C endorsed
and delivered the note to D. W hat rights, if
any, has D against A?
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Contracts
Answer two of the following three questions:
5. A, having contracted on January 1, 1919, to sell B
100 bbls. of flour to be delivered on July 1, 1919,
notified B on February 1, 1919, that he would
not perform the contract. W hat were B’s rights
upon the receipt of this notice?
6. A, in New York, wrote B in Buffalo, offering
certain goods for sale at a certain price. B
wrote a letter to A accepting the offer and posted
it in Buffalo. Before A received the letter he
received a telegram from B stating that he with
drew the acceptance. W as a valid contract
made? Explain the principles involved.
7. W hat are the rights of a vendor of personal prop
erty when the vendee wrongfully refuses to
accept delivery thereof?
Corporations
Answer both the following questions:
8. W hat is meant by issuing of stock, and in return
for what may stock lawfully be issued?
9. From what funds may dividends be paid and who
determines whether and when they shall be paid ?
Bankruptcy
Answer both the following questions:
10. Define and distinguish insolvency at common law
and under the federal bankruptcy act.
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11. A commences a suit against B and obtains an at
tachment of B’s property. Thirty days there
after A enters judgment. The next day a peti
tion in bankruptcy is filed against B, and twenty
days thereafter he is adjudged a bankrupt.
W hat is the effect, if any, on A’s attachment and
judgment?
P artnership
12. A and B were partners in business. A died and C
was appointed executor of his will. W hat are
the rights, if any, of C, as executor, with respect
to the partnership assets and business?
Income Tax
Answer two of the following three questions:
13. To what extent are salaries of officers and bonuses
given to employees deductible in computing the
net income of corporations under the federal
income-tax law?
14. A New York corporation received during the year
dividends amounting to $2,000 on stock of a
Massachusetts corporation owned by it and
$1,000 on stock of a British corporation owned
by it. Do these dividends constitute taxable
income of the New York corporation under the
federal income-tax law?
15. A purchased a plot of vacant land in 1903 for
$5,000. In 1919 he sold it still vacant for $7,500.
How should this transaction be treated by A in
preparing his income-tax return?
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Accounting Theory and Practice — Part I
NOVEMBER 14, 1919, 9 A. M. TO 1 P. M.
Answer questions 1 and 3, and any three other
questions.
1. Spark Plug and Auto Supply, Inc., is the manu
facturer of a patented spark plug and is also
dealer in automobile supplies. From the follow
ing trial balance (as of October 31, 1919), and
information prepare balance-sheet and profit-andloss statements showing cost of manufacture of
spark plugs and gross and net profit on sales.
Advertising ....................................................
Accounts receivable ......................................
“
payable ..........................................
Bills receivable ............................................
" payable trade creditors.......................
“
“
First National bank............
Bonds 5% 1st mortgage................................
Building factory ..........................................
Bad debts written o ff....................................
Capital stock:
Common fully paid
Authorized $250,000
I s s u e d ............................................................
6% Preferred.
Authorized and issued................................
Dividend preferred stock..............................
Delivery expenses ........................................
D elivery, equipmentand tru ck s.............
Directors’ fees ........................ ....................
Discount on sales............................................
102

$26,450
180,105
$42,500
35,000
22,700
150,000
250,000
225,000
7,850

100,000
300,000
18,000
7,140
9,250
2,500
12,200
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Freight: raw materials................................
“
automobile supplies ..................
Finished goods ..............................................
First National Bank current account----General expenses ..........................................
Goods in process............................................
Heat, light and power..................................
Interest on bonds..........................................
Insurance and ta x es: factory......................
Labor: productive ........................................
“
non-productive ..............................
Liberty bonds ................................................
Loose tools ......................................................
Machinery and plant....................................
Office furniture and fixtures........................
Payroll .............................................................
Patent rights ..................................................
Purchases: raw materials............................
“
automobile supplies ..............
Repairs ............................................................
Rent: warehouse ...........
Reserve for depreciation: buildings..........
“
“
"
machinery . . . .
“
“ bad debts ................................
Real estate: factory site..............................
Shop supplies and expenses........................
Surplus ............................................................
Sales: spark plugs..........................................
" automobile supplies ..........................
Salaries: office and general........................
“
salesmen ........................................
Traveling expenses ......................................

$12,050
2,345
34,320
51,850
14,770
13,250
22,200
9,375
17,400
233,846
99,444
195,000
15,270
165,090
1,200
$4,278
30,000
450,960
141,690
14,050
3,875
20,500
16,836
8,000
150,000
15,560
173,011
1,063,020
137,595
14,500
34,600
22,300
$2,288,440 $2,288,440

Inventories, Nov. 1, 1918:
Raw materials ..............................................
Automobile supplies ..................................
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Inventories, Oct.

31, 1919:

Raw materials ...............................
Automobile supplies ....................................
Finished goods ..............................................
Goods in process............................................
Loose t o o l s ......................................................

$27,300
19,200
50,400
17,205
10,500

Reserve for bad debts to be adjusted to 5% o f open accounts.
Depreciation for the 12 months ended October 31, to be
allowed as follows:
Factory buildings ......................................
2%
Machinery ...................................................
5%
Delivery equipm ent.................................... 10%
Furniture and fixtures.............................. $200
Disregard fractional parts o f a dollar.
Patent rights expire Oct 31, 1925.
Advertising, $950.00 applies to next season.
T axes on factory buildings accrued, $1,400.00.
First mortgage 5% gold bonds are a first charge on all the assets
of the company. Interest payable quarterly on the first of
February, May, August and November.

2. The certificate of incorporation of the company
referred to in the preceding question provides
for the redemption of preferred stock “out of
surplus profits,” $30,000 to be redeemed No
vember 1, 1919, and $30,000 yearly thereafter.
The stock redeemed in 1919 is to be purchased at
105 and accrued dividends, in 1920 at 110, and
so on, the 1928 redemption being at 150.
Assuming that purchases of stock are made in
accordance with the above requirements and that
the directors take the necessary steps for the
cancellation of the issue, explain how the various
transactions should be recorded in the books of
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the company and illustrate your answer by
journal entries.
How would you show the accounts in the balancesheet at any time during the redemption period?
3. In Mr. Jones' private ledger he keeps accounts with
each investment he makes, one of which is an
investment of 1,000 shares (par value $100) of
the A. B. Company, which he acquired in July,
1914, for $85,000. A fter this date and up to
December 31, 1918, he makes further purchases
and sales of this stock. A certified public account
ant called in to prepare Mr. Jones’ income-tax
return for 1918 finds that these and other trans
actions have been written up in the following
manner, no effort to show the profit on the sale
of 1,000 shares on June 1, 1918, having been
attempted.
IN V E S T M E N T A. B. C O M PANY A CC O U NT
Dr.
Cr.
July 1/14. 1,000 shares purchased............
$85,000
Dec. 31/14. Entry to carry this stock at par
15,000
May 31/15. Purchased 1,500 shares at par 150,000
Nov. 30/15. Sold 300 shares at 125..............
$37,500
Dec. 31/15. Profit and loss—profit on sale
o f 300 sh a r e s..........................
7,500
July 1/16. Stock dividend o f 50% on 2,200
shares declared from profits
accumulated prior to Mar.
1, 1913 ......................................
110,000
Feb. 28/17. Sold 700 shares @ 110............
77,000
Dec. 31/17. Profit and loss, profit made on
sale o f 700 shares..................
7,000
June 1/18. Sold 1,000 shares @ 125..........
125,000
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Rewrite this entire account to show how it should
have been kept in order to show the actual profit
on each sale, and also calculate the actual profit
on the last sale of 1,000 shares. W hat is the
book value of the total shares on hand December
31, 1918?
4. Discuss the treatment of expenditures for (1)
ordinary repairs and (2) replacements in their
relation to capital expenditures, profit and loss
and reserve for depreciation.
5. A corporation carries on its books an account with
patents it has acquired from time to time by
outright purchase during a period of ten years.
They are still carried at original cost and it is
decided to determine their present value, based
upon the expiration of the life of the patents.
Describe how you would proceed accurately to
secure this result.
6. A wholesale and retail company, which also manu
factures most of the goods sold by it, deter
mines through its cost system in the factory the
cost of manufacture and proposes to bill its
wholesale department for all goods manufactured
at cost plus 10 per cent. W hat effect will such
procedure have on statements issued by this
company ?
7. State briefly the reasons advanced against includ
ing interest on owned capital in manufacturing
costs.
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NOVEM BER 1 4 , 1919, 2 P. M. TO 6 P. M.
Answer questions 1 and 2, and any five other
questions.
1. A and B trading in partnership decide to admit C
as from January 1, 1919.
They agree with C as follows:
C is unable to contribute any tangible assets as his
capital investment, but agrees to allow his share
of the profits to be credited to his capital account
until he shall have one-fifth interest. C is to
share profits and losses to the extent of one-fifth.
C is to receive a salary of $3,000 per annum, pay
able monthly in addition to his share of profits.
Balance-sheet of A and B at December 31, 1918, is
as follows:
A ssets

L iabilities

Cash .............................. $1,500
Accounts receivable . . 10,000
Merchandise ................ 7,500
Furniture and fixtures 1,500
Goodwill ...................... 2,500

Accounts payab le........$8,000
Capital accounts
A . . $10,000
B .. 5,000
--------- 15,000

$23,000

$23,000

During the six months ended June 30, 1919, the
business has sustained unusual losses and it is
decided to dissolve the partnership.
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The balance-sheet at that date is as follows:
A ssets
Cash .............................. $500
Accounts receivable .. 12,500
Merchandise ................ 5,000
Furniture and fixtures 1,500
G ood w ill........................ 2,500
Deficit
Being loss on trad
ing for six months. 5,500

L iabilities
Accounts payable ........ $12,500
Capital accounts
A .. $10,000
B .. 5,000
15,000

$27,500

$27,500

Accounts receivable were sold for $9,000, the
buyer assuming all responsibility for collection
and loss, if any.
Merchandise realized $6,500 and furniture and
fixtures $500.
You are asked to make an examination of the
accounts from January 1st and to prepare state
ments showing the realization of assets, the ad
justment of the partnership accounts and the
distribution of the funds.
In your examination you find that C has not drawn
his salary for four months, and that B has ad
vanced to the partnership $2,500 by way of a
temporary Ioan. These liabilities you find are
included in the sum of $12,500 shown as accounts
payable.
C is ascertained to be worthless.
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2. The Pan-American Chemical Company, a New
York corporation, owns a plant in Chile where
nitrate of soda is manufactured and shipped to
the United States. The accounts in Chile are
kept in the local currency (pesos) and the fol
lowing is a summary of the transactions during
1918:
1/1/18 N ew York remitted by telegraphic transfer $30,000
which realized 120,000 pesos
4/1/18 “
“
“ $30,000
150,000 “
7/1/18 “
“
“ 30,000
180,000 “
10/1/18 “
“
“ 30,000
150,000 “

There were paid in wages for plant construction
120,000 pesos.
There were paid for operating 300,000 pesos.
At December 31, 1918, the unpaid payroll for
operating labor amounted to 60,000 pesos and
one-sixth of the nitrate produced during the year
remained in inventory.
You may assume that the production, construction
and shipments were spread evenly over the whole
twelve months, and that the only element entering
into costs of production and construction in Chile
was labor.
The average quoted exchange rates in Chile and
New York were as follows:
1/1/18 to 6/30/18
7/1/18 to 12/31/18
At the close o f business
12/31/18 the rate
suddenly dropped to
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You are required to show the accounts affected in
both pesos and American dollars and to prepare
a trial balance as at 12/31/18 for the purpose of
incorporating the Chilean accounts on the New
York books.
3. If in consolidating the accounts of a holding com
pany and its subsidiary companies you find that
in the case of one of the subsidiary companies the
holding company owns only 60 per cent. of its
voting stock, state briefly how you would treat
this subsidiary company’s accounts in the con
solidated balance-sheet and why your proposed
treatment reflects the true financial position of
the combined companies more clearly than other
methods with which you may be familiar.
4. From the following comparative balance-sheets of
the ABC Company at December 31, 1917, and
December 31, 1918, prepare a short statement
showing the funds realized during the year and
the disposition made thereof:
A ssets

Capital assets ....................................
(Replacement values as shown
by appraisal were used at
December 31, 1918)
Inventories ..........................................
Accounts receivable ..........................

Cash ...............................................
Deferred charges ..............................

Dec. 3 1 , 1917 Dec. 3 1 , 1918
$600,000.00 $900,000.00

1,000,000.00
850,000.00
200,000.00
20,000.00

1,160,000.00
800,000.00
550,000.00
10,000.00

$2,670,000.00 $3,420,000.00
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L iabilities
Dec. 3 1 , 1917 Dec. 3 1 , 1918
Capital stock ...................................... $1,000,000.00 $1,000,000.00
500,000.00
Bonds (issued at p a r )......................
Capital surplus, representing excess
of sound replacement value of
appraisal at December 31, 1918,
over the book value of capital
150,000.00
assets at that date..........................
400,000.00
Bank loans ..........................................
750,000.00
600,000.00
Accounts payable ..............................
500,000.00
Reserve for depreciation and re
200,000.00
placements ......................................
100,000.00
(T he reserve at December 31, 1918,
represents the difference between
the replacement and sound value
o f the appraisal at December 31,
1918)
570,000.00
Surplus ................................................
320,000.00
$2,670,000.00 $3,420,000.00

N ote—The profits for the year were $450,000 and dividends
were paid during the year amounting to $200,000. The sum of
$100,000 was charged to operation for depreciation during the
year and $50,000 was charged against the reserve for replace
ments.

5. Is there any distinction between the figure shown
as “invested capital” in a corporation’s excessprofits tax return and the capital value upon
which capital stock tax is calculated?
6. In setting up the balance-sheet of a corporation
which has an issue of 100,000 shares of stock of
no par value, but a stated value of $5 a share, and
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an excess of assets over liabilities of $1,500,000,
how would you show the capital on the balancesheet ?
7. State how you would show on the balance-sheet, if
at all, consigned goods held for account of a
principal ?
8. In which section of the balance-sheet and in what
order would you show, the following items:
Wages, accounts payable, taxes, notes payable,
interest accrued payable?
9. Would you advise showing profits for prospectus
purposes before or after deducting war profits
and income taxes ? State your reasons briefly.
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Examinations of May, 1920
Auditing
MAY 18, 1920, 9 A. M. TO 1 P. M.
Answer any ten of the following questions:
1. In auditing the accounts of a co-partnership you
find that the real estate account includes two
pieces of property, the titles to which stand in
the names of individual partners. W hat position
would you take in regard to such items ?
2. You have been retained by a manufacturing com
pany as a consulting accountant and are requested
to advise the officers what steps to take in order
to determine the cause of an apparent deficiency
in the inventory of factory material and work in
process. How would you proceed to inform your
self of the circumstances and what would you
suggest as a possible remedy?
3. Give some reasons why the professional auditor
should, under present-day conditions, give even
more attention than in the past to (a) inven
tories, (b) insurance carried, (c) bank balances
in foreign countries.
4. The machinery used by a firm has been purchased
on the instalment plan, with monthly payments,
and under the stipulation that title shall not pass
until the last payment has been made. At the
close of the year there are several payments yet
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to be made. The firm also pays a royalty on the
output of some of the machines secured on this
plan. How should the accountant in the annual
statement deal with (a) the machinery, (b) the
instalments paid, (c) the royalties?
5. Discuss the principles under which the calculation
of charges in a mining company should be made,
covering (a) depreciation of plant and equip
ment, (b) amortization of development expenses.
6. You have been asked to audit the books of a furni
ture company which sells on the instalment plan.
The books have been closed when you reach the
office, and you are handed a completed profit-and
loss-account and balance-sheet. The company
has been in business one year only.
On investigation you find that all instalment sales
are credited to an account designated “ instal
ment sales.” A controlling account and sub
ledger are kept for the instalment customers.
You find that the total of the instalment sales has
been credited to “ instalment sales ” account,
which has been closed into profit and loss.
All accounts, instalment and otherwise, that were
known to be uncollectible have been charged off.
There are no reserves against balances due from
customers on the books.
W hat criticisms or corrections have you to suggest
as to the correctness or otherwise of the balancesheet and profit-and-loss statement handed to
you?
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7. You find the following certificate is appended to a
balance-sheet:
“ May 15, 1920. The foregoing balance-sheet is in
accordance with the books of the A. B. C. Co.
(Signed) “J ohn S m ith , Auditor.'’
State what, in your opinion, are the limitations, if
any, of such a certification. Assuming you were
afforded all reasonable facilities for the conduct
of an audit of the company is it such a certificate
as you would use? State definitely how you
would amplify it.
8. The charter of a corporation which you are audit
ing contains a provision for the payment of an
amount equal to 3 per cent. of the preferred cap
ital stock, originally issued, into a sinking fund.
This fund, it is directed, is to be utilized in pur
chase of stock, at not exceeding 10 per cent.
premium, and its cancellation and retirement.
State in full detail how you would reflect trans
actions under this provision in your balancesheet. Give illustrations (a) assuming ‘stock
acquired at a discount of 10 per cent., and (b)
assuming stock acquired at a premium of 10 per
cent.
9. In auditing department store A, you find that cash
discounts on purchases are regularly deducted
from invoices when they are entered in the books,
while in store B the invoices are entered in full
and the discounts are credited to a discount ac
count as and when received. Discuss the relative
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advantages and disadvantages of the two methods,
and state what variations, if any, would occur in
the valuing of inventories under the two methods.
10. In a manufacturing concern which you are re
quested to audit, you find that what appears to be
a careful book inventory of raw materials, sup
plies and work in process is maintained, but no
physical inventory has been made for some years.
Would you consider this a satisfactory state of
affairs? And if so, on what safeguards would
you insist to insure constant accuracy in the
records ?
11. Outline a programme for a balance-sheet audit with
a test of operations for any one of the following:
(a) A coal mining company,
(b) A coffee or rubber plantation,
(c) An import and export house with foreign
connections,
(d) A suburban real-estate development
company.
12. In auditing the books of a corporation you find
record of the ownership of stocks and bonds,
some of which are in hand, some are deposited
with bankers or others for safekeeping, and
others are lodged as security for loans. State
what kind of evidence you would require in each
case, specifying particularly in the case of stocks
and registered bonds, if not registered in the
name of the corporation, what you consider nec
essary to protect your client’s interests.
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Commercial Law
MAY 18, 1920, 2 P. M. TO 6 P. M.
Give reasons for all answers.
Negotiable Instruments
Answer two o f the following three questions:
1. A having received from B, in payment of a debt,
B’s cheque for $10,000 drawn upon the X bank,
endorsed it to the order of C, who on the same
day procured its certification by the bank. W hat
is the obligation, if any, assumed by the bank
upon certifying? W hat effect, if any, does such
certification have upon the liability of A and B
on the cheque ?
2. Are the following instruments negotiable?
(a) “ March 1, 1920. I promise to pay to the order
of John Smith & Co. on August 30, 1920, in the
city of New York, the sum of $340 for the
amount of the second instalment on machine pur
chased of them on this date. William Brown.”
(b) “ New York, May 1, 1920. Sixty days after
date, I promise to pay to John Smith $5,000 for
value received. William Brown.”
3. A made a note for the accommodation of B. B,
before maturity, transferred it for value to C,
who, at the time of taking the note knew that A
was an accommodation party. Upon maturity,
the note not being paid, C sued A thereon. Can
he recover ?
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Contracts
Answer two of the following three questions:
4. A sent an order by mail to B for 100 barrels of
flour at $15 a barrel on twenty days’ credit. B
replied, saying, “ I accept your order and will ship
the goods, but on 10 days’ credit.” A received
this letter and made no reply. After A ’s receipt
of the letter, B wrote again, saying: “ I have re
considered the matter and will allow 20 days’
credit. Am shipping the goods.” A refused to
receive or pay for the goods. Is A liable ?
5. A, a carpenter, sent B a bill for $500 for work,
labor and services. There had been no agreement
as to the price to be paid. B, on receiving the bill,
sent a letter to A not disputing the service, but
questioning the reasonableness of the amount of
the charge and enclosing a cheque for $350, which
he stated was in full satisfaction of A’s claim.
A made no reply, cashing the cheque. He subse
quently sued B to recover $150 as balance due.
Is he entitled to recover?
6. A in Chicago by written instrument contracted to
sell to B in New York certain goods, with the
provision that the goods were sold f. o. b. the
Pennsylvania Railroad at Chicago, payment to be
made sixty days after delivery. A delivered the
goods to the Pennsylvania Railroad at Chicago,
took the bill of lading in the name of B and for118

COMMERCIAL LAW

warded it to B. Before the goods arrived at New
York, A learned that B had become insolvent.
Has title to the goods vested in B ? W hat are A ’s
rights ?
Corporations
Answer two of the following three questions:
7. A corporation has an authorized and issued capital
stock of $100,000. It increases its authorized
capital stock to $300,000. In what circumstances
may the board of directors accept subscriptions
to the new stock for cash at par from the public
generally ?
8. The by-laws of X business corporation provide that
the manager shall not have power to contract a
debt in excess of $1,000 without a vote of the
board of directors. B, the manager, has been for
several years in active charge of the business of
the corporation and has bought from time to time
from the Y company goods used in the business
of the X corporation for amounts varying be
tween $10 and $1,000. He now orders a bill of
goods amounting to $1,500, and the X corpora
tion refuses either to receive or to pay for the
goods. Is it liable?
9. (a) What is meant by “ cumulative dividends?”
(b) W hat is meant by “ cumulative voting rights? ”
For what purpose are cumulative voting rights
usually given?
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Partnership
Answer both the following questions:
10. A and B were co-partners in the business of manu
facturing shoes. A sold and conveyed his interest
in the firm to C. W hat effect has the transfer on
the partnership? W hat rights does C, the pur
chaser, acquire ?
11. A and B are partners and employ C as a manager
of their business. They agree to pay him 15 per
cent, of the profits as a salary. Subsequently X
sells a bill of goods to the partnership and seeks
to charge C as a partner. Can he succeed ?
Bankruptcy
Answer both the following questions:
12. Explain what is meant by “ receiver in bank
ruptcy ” and “ trustee in bankruptcy,” and state
how and by whom each may be appointed.
13. A filed a petition in voluntary bankruptcy, includ
ing in his schedules the following liabilities:
$500 on promissory note; $250 personal taxes
due to the state of New Y ork; $500 on a claim
for ren t; $1,000 for alimony due his w ife; $5,000
on a judgment for personal injuries incurred
through the negligence of A’s agent in operating
A ’s automobile; $500 on a claim for damages for
obtaining certain stock by false representations
made by A. All the holders of these claims were
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duly notified of the bankruptcy proceedings, but
did not file proofs of claim. Subsequently A re
ceived a discharge in bankruptcy. Which, if any,
of the debts listed were discharged?
Federal Income Tax
Answer both the following questions:
14. To what extent are losses deductible in computing
net income for federal tax, (a) in the case of a
resident individual, (b) in the case of a domestic
corporation ?
15. A, being the owner of 100 shares of th e capital
stock of the X company, which he purchased in
1914 for $10,000, in 1919 exchanged them for a
plot of real estate in the city of New York. Is
this transaction to be considered for income-tax
purposes, and if so what further data would you
need to determine whether or not it would affect
the income-tax return of the individual in ques
tion, and why?
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Accounting Theory and Practice — Part I
MAY 19, 1920, 9 A. M. TO 1 P. M.
Answer questions 1, 2, 3 and any five other
questions.
1. The books of a concern recently burned out con
tained evidence of purchases, including inventory,
of $200,000 and sales of $40,800 since the last
closing. Upon investigation, however, the auditor
ascertained that a sale of merchandise had been
made just prior to the fire, and not recorded in
the books, at an advance of two-fifths (2 /5 ) over
cost less a 10 per cent. cash discount, on which
the profit was $31,928.00. The past history of
the business indicated an average gross profit of
50 per cent. on cost of goods sold.
(a) W hat amount should be claimed as fire loss?
(b) W hat rate of gross profit do the transactions
finally yield?
2. From the balance-sheet of the Landsdale Monotile
Company dated December 31, 1918, as below,
together with the information following, show
the trial balance before closing.
T H E L A N D SD A L E M ONOTILE COM PANY

Balance-sheet—December 31, 1918
A ssets
Land and buildings............................................ $500,000
Less reserve for depreciation...................... 120,000
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Machinery and equipment............................... $200,000
Less reserve for depreciation...................... 80,000

$120,000

U. S. Victory bonds..........................................................
100,000
Merchandise—inventory ..................................................
125,000
Cash ..........................................................................................
58,000
Accounts receivable ..........................................$250,000
Less reserve for doubtful accounts........... 12,500
237,500
Notes receivable ................................................................
Accrued interest receivable............................................

100,000
4,500

T otal........................................................................... $1,125,000
L iabilities

and

C apital

Capital stock ......................................
N otes payable .............................
Accounts payable . ........................
Interest accruedpayable.....................
Surplus ................................................

$300,000
350,000
158,000
3,000
314,000

T otal............................................ $1,125,000

The accruals at the time of closing were:
Interest on notes payable, $3,000; depreciation of
buildings, $20,000; interest on notes receivable,
$2,000; depreciation of machinery and equip
ment, $30,000; interest on Victory bonds, $2,500;
provision for doubtful accounts, $12,500. The
other nominal accounts closed out were: Sales,
$325,000; administrative expense, $50,000; cost
of goods sold, $125,000; selling expense, $25,000.
3. An abstract of the cash account of the collector
and treasurer of the borough of Eloka is pre
sented to you showing the following figures:
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R eceipts

On hand beginning o f year........................ $2,000.00
(General account $1,500.00, special ac
count being from assessments $500.)
Taxpayers, on account o f taxes.............. 47,000.00
Assessments for improvements..................
1,000.00
Licenses, fees and permits............................
1,800.00
Interest ............................................................
300.00
Emergency notes (to meet cost of repair
ing bridge wrecked by storm )..............
3,000.00
P aym ents

Accounts payable (previous y ea r)..........
Salaries .........................................................
Police departm ent..........................................
Fire department ............................................
Street lighting ..............................................
Interest on funded debt.............................
Bonds retired ................................................
Repairs to bridge..........................................
Balance on hand end o f year......................

$1,300.00
5,300.00
19,000.00
12,000.00
800.00
2,250.00
10,000.00
2,800.00
1,650.00
$55,100.00 $55,100.00

A copy of the budget adopted act the beginning of
the year is as follows :
Estimated revenue (licenses, fees, etc., $1,500; inter
est, $200) .......................................................................
Amount certified to be taxed..........................................

$1,700.00
48,200.00
$49,900.00
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A ppropriations

Salaries ...............................................................................
Police department ...........................................................
Fire department ...............................................................
Street lighting ...............................................
Interest on funded debt___ ...........................................
Bonds retired ...................................................................

$5,000.00
19,500.00
12,000.00
900.00
2,500.00
10,000.00
$49,900.00

The taxes assessed were, however, $49,700, instead
of $48,200, but allowances were made amounting
to $800, which reduced the amount actually col
lectible to $48,900. At the end of the year the
following unpaid bills were on file:
Police department .....................................
Fire department .........................................

$300.00
50.00

At the beginning of the year there were uncollected
taxes from previous years of $2,800, on the one
hand, and unpaid bills $1,300, on the other hand,
which, with the cash on hand showed an apparent
balance on general or current account of $3,000.
At the same date the funded debt was $50,000,
and unpaid assessments for improvements were
$1,400, showing with the cash on hand on sur
plus account a net debt (excluding general ac
count) of $48,100.
Prepare a balance-sheet at the close of the year
(dividing it into its two main sections of current
and capital accounts respectively) and also a
statement showing the operations for the year.
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4.
5.

6.

7.

8.

9.

State also what is the net debt of the borough at
the close of the year.
Explain the distinction between real reserves and
nominal reserves. Give two examples of each.
In the course of a balance-sheet audit of a large
corporation, why should the examination of re
pairs charged to cost of operations receive special
consideration in relation to the liability for fed
eral taxes?
In the case of a company which publishes an annual
balance-sheet but no profit and loss account, state
whether or not you would recommend to your
client that the profits earned during the year, less
dividends paid, be shown on the face of the
balance-sheet. Give your reasons.
Can surplus be created in any way other than
through profits earned from operations? Ex
plain.
In preparation of consolidated returns under the
federal income-tax law, on what basis would you
apportion the tax among the several corpora
tions ?
Actuarial Questions (Optional)
The maximum sum insured under the soldiers’
insurance with the government is payable $57.50
per month for 20 years certain after death or dis
ability. How can the equivalent sum payable in
cash be found? Give the correct formula and
explain why 12 x 57.50 x A20 differs from the
equivalent cash sum.
Given: A 20 at 3½ = 14.21.
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10. The 4¾ per cent. Victory notes mature at par on
May 20, 1923. If a purchaser buys at $96.20 on
May 20, 1920, calculate the approximate yield
per cent.
Given:
3%
%
2¾
A 6 = 5.4624 5.4172
V 6 = .8498 .8375

11. A company is issuing $100,000 of 4 per cent. 20year bonds, which it wishes to pay at maturity by
means of a sinking fund, in which equal annual
deposits are to be made. The board of directors
wishes to assume that this fund will earn 5½
per cent. interest for the first five years, 5 per
cent. for the next five years and 4 per cent. for
the last ten years. W hat is the annual deposit
required ?
Given:
S5
S10
(1 + i ) 5

5½%
5.581
12.875
1.307
1.708

5%
5.526
12.578
1.276
1.629
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4%
5.416
12.006
1217
1.480

Accounting T heory and Practice — Part II
MAY 19, 1920, 2 P. M. TO 6 P. M.
Answer questions 1, 2, 3, and any three other
questions.
1. From the following trial balance of the Sampson
Company, December 31, 1919, after closing, pre
pare a statement of financial conditions, such as
might be presented to bankers:
D ebits

Prepaid insurance .
Plant property . . . .
Notes receivable . .
Finished goods . . . .
Patents, trade-marks
and goodwill . . .
Prepaid interest . . .
Goods in p ro cess...
C a sh ..........................
Advances to sales
men ........................
Materials & supplies
Treasury
pref’d.
stock ....................
Customers ..............

Credits

$1,850
350,000
16,500
47,800

Reserve for custom
ers’ discounts . . . .
Notes p a y a b le........
Surplus—capital . . .

$13,500
35,000
240,000

Profit and
500,000
525
53,750
52,425
750
25,500
5,000
145,900

Total debits. . . $1,200,000

loss . . .
Reserve
for
cr.
losses ....................
Accounts payable . .
Reserve for depr’n
of plant property
Salaries and wages
payab le.................
Preferred stock* . .
Common stock† . . .
Dividends payable .
Acc’d taxes payable

243,650
15,000
62,000
85,000
2,350
100,000
400,000
2,000
1,500

Total credits ..$1,200,000

*1,000 shares, par value $100 each, preferred as to assets and dividends.
†80,000 shares of no par value, issued at a stated value of at least $5
a share.
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2. The A B C university presents a balance-sheet at
December 31, 1919, drawn up as follows:
A ssets

General fund:
Cash—general f u n d .......... ......................................
Unpaid tuitions ........................................................
Accrued interest receivable....................................
Unexpired insurance ..............................................
Furniture and equipment........................................

$4,395.63
2,348.43
5,764.08
1,587.96
59,853.13

Total general fund assets........................ . ......... $73,949.28

Endowment funds:
Bonds and mortgages...........................$336,750.00
Stocks and bonds.......................
75,312.62
Real-estate in vestm en ts........................ 163,149.30
Real-estate—university property . . . . 135,641.68
Cash—endowment funds:
In banks .............................. $10,800.91
Due from general fu n d .. . 14,358.32 25,159.23
Total endowment funds a s s e t s .................. 736,012.83
Total assets ........................................................$809,962.11
L iabilities

Notes payable ............................................................ $10,000.00
Accounts payable ....................................................
8,724.59
Due to endowment funds.......................................... 14,358.32
Total liabilities ..................................................$33,082.91
Endowment funds .................................................. 736,012.83
General fund .............................................................. 40,866.37
$809,962.11
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You are asked to make an audit of the books, in
the course of which you discover the following
facts:
(a) The endowment funds are restricted as to the
use of the income therefrom for general purposes
of the university.
(b) The item “ real-estate—university property ”
represents amount paid in acquiring title to
property upon which university buildings stand,
which was originally leased by the university.
These payments were made from the proceeds of
sale of endowment fund investments. On De
cember 29, 1919, the property upon which uni
versity buildings stand was sold and title passed
for a cash consideration of $500,000, the cheque
for which was not deposited until January 5,
1920.
(c) Cash shown as due from general fund repre
sents endowment fund cash advanced to pay off
obligations incurred as a result of university
operations.
You are asked to criticize the balance-sheet as sub
mitted, prepare necessary journal entries to set
up the sale of real-estate and prepare corrected
balance-sheet of December 31, 1919.
3. The A. B. C. company agreed to pay its general
manager a bonus of 10 per cent. of its net profits
for the year 1919, after deducting federal income
and profits taxes, the bonus being a deductible
expense in determining net taxable income.
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After the books had been audited it was found
that the net profits before deducting federal in
come and profits taxes, and before deducting
bonus, amounted to $470,000, and that the in
vested capital for federal tax purposes for the
year 1919 was $840,000. Calculate the amount
of the bonus and federal income and profits
taxes, proving your answer by showing that the
bonus amounts to exactly 10 per cent. of the
profits after deducting federal income and profits
taxes. The entire bonus comes out of the 40
per cent. bracket.
Tax information.
Excess profits taxes exemption.
$3,000 and 8 per cent. of the invested capital.
Income-tax exemption.
$2,000 and amount of excess profits taxes.
Rates.
Excess profits taxes.
20 per cent. of the net profits in excess of the
exemption and not in excess of 20 per cent.
of the invested capital.
40 per cent. of the balance of profits.
Income tax.
10 per cent. of profit less exemption.
Tax before bonus, $173,124.
4. Define the following and give a list of expenses
which would properly come under each heading:
(a ) Shop overhead
(b ) General overhead
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Discuss various methods of distributing such ex
penses.
5. Explain and discuss four methods of providing for
depreciation.
6. How would you deal with the following items in
preparing the annual accounts of a company?
Comment briefly on any points which would need
special consideration.
(a ) Goodwill
(b ) Repairs reserve account
(c ) Unclaimed dividends account
(d ) Bond issue expense account
(e ) Preliminary expense account
( f ) Expenditure during the year on leasehold prop
erty.

7. It being understood that in well-managed indus
trial concerns large expenditures for construc
tion should not be made unless they are properly
authorized, discuss in detail a method for pre
paring requisitions for such work, describing the
information that should be shown and the form
which authorization should take.
8. (a) W hat is the effect of depreciation upon the
operating results of a business?
(b) Is a charge for this purpose recognized under
the income-tax regulations?
(c) If the authorities disallow any charge which
has been made upon the books, state specifically
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how the amount disallowed should be treated in
subsequent income-tax returns.
9. A merchant going abroad to purchase goods secures
from his bank, on the strength of his general
financial standing, a letter of credit for use in
his contemplated purchases of $500,000.
How should the issuance of this letter of credit be
shown in the accounts of the bank?
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Examinations of November, 1920
Auditing
NOVEM BER 16, 1920, 9 A. M. TO 12.30 P. M.
Answer all the following questions:
1. You are called upon to audit the accounts of a large
railroad system. State shortly what its sources
of income are, what records you would expect to
find containing the details of them, how they are
generally summarized in order to bring them on
the books of the company, and how you would
satisfy yourself of their accuracy.
2. In auditing the accounts of a large corporation you
find an account with Liberty bonds, charged with
$200,000.00, representing the cost of bonds sub
scribed and paid for by the company. A t the date
of the balance-sheet to which you are to certify,
the bonds had a market value of $187,500.00.
W hat attitude would you take as to their valua
tion in the balance-sheet?
3. W hat do you understand by the terms
(a ) Contingent assets?
(b ) Contingent liabilities?

Give three illustrations of each.
Where would you look for items ?
Should they be set up on the books of the com
pany?
Should they appear on a certified balance-sheet of
the company? If so, where and how stated?
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4. How may the amount of a merchant’s stock on
hand be estimated from time to time when it is
not practicable to take a physical inventory more
than once a year ?
5. State concisely your understanding of the purpose
of and the difference between the following kinds
of audits, indicating briefly your conception in
the absence of special instruction of the extent of
your responsibility in each case, whose interests
you would consider yourself obligated to protect,
and the forms of certificates you would expect
to furnish, assuming no qualifications were de
sired. Except where stated to the contrary, you
may assume the audits relate to a corporation.
(a )
(b )
(c )
(d )

Continuous or periodical cash audit.
Annual audit.
Financial audit or investigation.
General audit o f trustees or executors’ accounts
for probate.
(e ) Audit required under a patent infringement.

6. W hat steps should be taken in the most complete
possible verification of the capital stock account
of a corporation in an audit for a year, if during
that year the authorized capital was increased
and new stock was issued, and certain shares
were acquired and held by the company (assum
ing that it is legal to do so), and if (a) there is
a registrar of the stock and (b) there is not?
7. State definitely the procedure you would follow
in verifying the liability of a corporation on ac
count of notes payable as shown by its books.
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8. You are engaged by bankers to undertake an inves
tigation of a business incidental to a proposed
refinancing. The instructions from the bankers
are received subsequent to the date of the balancesheet to which you are expected to certify. How
would you proceed to verify the asset of cash,
explaining the necessity for each step?
9. D raft forms of certificates for inventory and out
standing liabilities of a manufacturing business
with which you are familiar, stating nature of
the business.
10. In auditing the books of a corporation you find that
certain officials, apparently without any authori
zation, are indebted heavily to the corporation.
How would you proceed in such circumstances?

136

Accounting Theory and Practice — Part I
NOVEMBER 16, 1920, 1 P. M. TO 6 P. M.
Answer questions 1 and 2 and any three other
questions.
T H E N A T IO N A L SH A L E BRICK CO., INC.
Trial Balance—October 31, 1920
Allowances on sales..................................
Accounts receivable ..................................
Accounts payable ......................................
Bonds— 1st mortgage 6%........................
Buildings:
Tunnel k il n s ............................................
Periodic kilns ........................................
Gas p ro d u cer..........................................
Dryer tu n n els..........................................
Mill—pans and machines....................
Power-house ..........................................
Sheds and stables..................................
Cash in bank................................................
Capital—1,000 shares at $100.00 each ..
Coal on hand..............................................
Discounts on sales......................................
Gas coal used—kiln firing..........................
Horses and carts.....................................
Inventory—bricks, November 1, 1919..

$1,500.00
22,000.00
$19,000.00
150,000.00
150,000.00
100,000.00
50,000.00
10,000.00
10,000.00
5,000.00
2,000.00
2,000.00
100,000.00
1,200.00
4,500.00
55,000.00
1,000.00
5,711.75

Interest on bonds..................................
Insurance.............................................

6,750.00
2,500.00

Labor:
Q u a r r y ......................................................
Pans and machines..................................
Dryer ........................................................
Setting ......................................................

12,000.00
36,000.00
8,000.00
27,000.00
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Trial Balance—October 31, 1920 (Continued)
Kiln firing .............................................. $65,000.00
Unloading, etc...........................................
30,000.00
P o w e r ........................................................
7,000.00
Materials and supplies used:
Pans and machines................................
15,000.00
Q u a r r y ......................................................
3,000.00
Dryers ......................................................
1,500.00
Setting ......................................................
750.00
Kiln firing ..............................................
3,000.00
Unloading kilns, etc................................
4,000.00
Power ......................................................
5,000.00
Machinery and equipment:
Pans and machines................................
50,000.00
Power-house ..........................................
15,000.00
Quarry ......................................................
10,000.00
Materials and supplies on hand................
1,800.00
Office supplies and expenses..................
2,500.00
Prepaid taxes ............................................
600.00
Payroll ............................................................
$3,500.00
Quarry rentals paid in advance..............
7,500.00
Sales—brick ................................................
415,000.00
Sales—coke—n e t ........................................
7,000.00
Sales—brokenand spoiled brick—net.
2,000.00
Salaries—officers’ ......................................
10,000.00
Salaries—office ..........................................
4,000.00
Steam coal used:
Drying ......................................................
5,000.00
Power ............................ . .......................
6,000.00
Quarry ......................................................
2,000.00
Superintendence ........................................
10,000.00
Taxes ............................................................
3,000.00
Reserve for depreciation..........................
25,000.00
Unexpired insurance ................................
750.00
Surplus ........................................................
53,061.75
$774,561.75 $774,561.75
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The foregoing is the trial balance of the National
Shale Brick Co., Inc., manufacturers of shale
bricks. The operations consist of (1) blasting,
digging and conveying the shale to the machines,
called quarrying, (2) grinding, mixing and
moulding the wet bricks, called pans and ma
chines, (3) drying, (4) building the bricks in the
kiln and preparing the kiln for firing, called
setting, (5) burning or kiln firing, (6) opening
the kiln and unloading and stocking the burnt
bricks, called unloading.
The kilns are equipped with gas burners, the gas
being produced on the premises. Some coke is
obtained from the gas producer which is sold.
The production reports for the year ended October
31, 1920, are
W et bricks produced......................
Good and carried to dryers..........
Spoiled in drying............................
Spoiled in burning..........................
Set in kilns........................................

18,000,000
17,600,000
850,000
830,000
16,000,000

Bricks sold during the year were 14,500,000.
The inventories of bricks on hand November 1,
1919, were as follows:
Burned bricks in yard.................... 55,000 @ $16.25
Burned bricks in kilns............
14.75
Bricks burning in kilns........ ......... 100,000 @ 10.20
Green bricks in kilns.......... ........... 80,000 @
7.10
Green bricks in dryers.................... 50,000 @
5.60

$893.75
2,950.00
1,020.00
568.00
280.00
$5,711.75
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The candidate is required to calculate the number
of bricks on hand October 31st, but is advised
that, of the total, 100,000 are in the kiln com
pletely burned, 250,000 are in process of burning,
100,000 green bricks are in the kiln. Bricks in
process of burning and drying are taken as aver
aging half the process. Shale and wet bricks
from the machine are used as produced and no
inventory is taken into account.
The inventories are priced at cost. In the case of
burnt bricks work overhead is included; in other
cases it is excluded.
The shale bed is rented, rental being payable at the
end of each year on the tonnage used. This is
calculated at the rate of 3½ tons per thousand
wet brick and the rate is 10 cents per ton. The
agreement provides for a minimum rental of
$4,000.00 per annum. In case the quantity of
shale used is not sufficient to make the $4,000.00
the company is allowed to retain the difference
out of subsequent years in which the quantity
used may amount to more than $4,000.00.
Depreciation.
Tunnel kilns .................. . .
Periodic k il n s ................ . .
Gas producer ................ . .
Dryer tunnels .............. . .
Machinery equipment . . ..
Other buildings ............ . .
Sheds and stables........ . .

7½ % per annum
"
"
10%
"
"
10%
"
"
7½ %
"
10%
"
5%
"
20%

Power is divided 10 per cent. to kiln firing, 90 per
cent. to pans and machines.
140

ACCOUNTING TH EO R Y A N D PRACTICE

Prepare statements showing cost of manufacture,
cost per thousand bricks for each operation,
profit-and-Ioss account and balance-sheet.
2. (a) The X Y Z company established for ten years
has a machinery and equipment account which
has been increased from year to year as new
equipment purchases have been made. It ap
pears also that certain renewals and repairs have
been charged to this account. Each year a credit
has been made to the account for depreciation,
offset by corresponding debit to profit and loss
account, the ratio of depreciation being adequate.
The company now disposes of a part of its plant
at a price equal to what was paid for it seven
years previously and credits the entire amount to
machinery and equipment account. W hat adjust
ments, if any, are needed to correct the account?
(b) The company also has several delivery trucks
charged to truck account at cost, against which
it has set up depreciation at end of each year by
credit to a separate reserve for depreciation of
trucks, debiting the amount to profit-and-loss
account. A truck was purchased January 1,
1918, for $4,000.00. Depreciation has been pro
vided at 20 per cent. per annum. On December
31, 1919, it is wrecked by collision. $1,000.00 is
obtained from the insurance company and $250.00
obtained from salvage. W hat entries are needed
to adjust the ledger accounts?
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3. In a certain department of a large dry-goods house
the purchases for a year were $30,000.00. They
were in the first place marked up for “ selling "
purposes to $45,000.00. Later additional mark
ups amounting to $2,000.00 were made and markdowns were also recorded aggregating $5,000.00.
At the end of the fiscal period there were found
to be on hand goods of the marked selling value
of $10,000.00. State how you would arrive at
their inventory value for the purpose of closing
the books and to calculate the amount. Explain
fully.
4. Mr. Richard Roe, a married man, requests you to
prepare his federal income-tax return for the ten
months ended December 31, 1919, from the fol
lowing information which he has submitted to
you: INCOME RECEIVED DURING TH E YEAR
S a la r y ...............................................
$5,000.00
Director’s fees ....................................................................
105.00
Rent o f property (n e t )...................................................... 7,596.54
Interest on investments...................................................... 1,648.32
Dividends on bank stock...................................................
2,500.00
Dividends on stock held in industrial com p an ies.... 11,500.00
Dividends on stock o f a corporation organized and
doing business in a province o f Canada.................... 1,500.00
H E H A S PA ID out :
Interest on his personal indebtedness.............................. $2,500.00
Taxes on income-producing real property.................. 1,600.00
Taxes on real property not producing income............
400.00
Personal household expenses............................................ 2,500.00
HE ALSO REPORTS:

Loss o f a dwelling house, from which he had received
rents, by fire, no insurance being carried.................. $1,200.00
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Judgment rendered against him in his suit to collect
on the past due note o f Harry Hanson—
Principal ............................................................................... $2,000.00
Interest ..................................................................................
320.00
Legal expenses ....................................................................
150.00
$2,470.00

State the resultant tax.
taxes for 1919 were.

The rates for individual

First $4,000.00—4%, thereafter 8%

Surtax
$5,000.00
6,000.00
8,000.00
10,000.00
12,000.00
14,000.00
16,000.00
18,000.00
20,000.00
22,000.00
24,000.00
26,000.00
28,000.00

to
“
"
“
“
“
“
“
“
“
“
“
“

$6,000.00— 1%
8,000.00— 2%
10,000.00— 3%
12,000.00— 4%
14,000.00— 5%
16,000.00— 6%
18,000.00- 7%
20,000.00— 8%
22,000.00- 9%
24,000.00-10%
26,000.00-11%
28,000.00-12%
30,000.00—13%

A married man is entitled to an exemption of
$2,000.00.
5. The balance-sheet of the Rozinante Company at
June 30, 1920, was as follows:
A ssets

L iabilities

Plant and equipment. .$15,000
Merchandise ................ 3,000
Cash .............................. 1,000
D e fic it............................ 8,000

Capitalstock......................$25,000
Accountspayable............ 2,000

$27,000

$27,000
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A and B buy the entire stock, new certificates being
made out to them in equal proportions. The price
agreed upon is $20,000.00, of which $15,000.00
is paid in cash, the balance being represented by
a joint and several note for $5,000.00 signed by
A and B. In addition, the former stockholders,
X and Y, as part of a contract, are allowed to
withdraw the $1,000.00 cash shown in the above
balance-sheet.
W ithout consulting an accountant, A and B open
a new set of books, but are uncertain how much
to credit capital stock. They therefore ask the
former stockholders what their $25,000.00 credit
to capital stock represents, and are informed that
“ it was the amount we paid for the stock of the
corporation when it was organized.” Acting on
this information they credit capital stock with the
price they agreed to pay for it, opening new
books by the following journal entry:
Plant and equipment....
Merchandise .................
Goodwill ......................
Capital stock..............
Accounts payable.......
Notes payable to X
and Y ......................

$15,000.00
3,000.00
9,000.00
$20,000.00
2,000.00
5,000.00

As the corporation is in need of funds an attempt
is made to borrow $1,500.00. The bank will not
accept the corporation’s note but offers to lend
$750.00 to A and the same amount to B on their
personal notes. The notes are issued and the
cash deposited in bank to the credit of the cor144
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poration. A and B agree that this $1,500.00 shall
be considered “ an additional investment ” and
an entry is made debiting cash and crediting capi
tal stock, $1,500.00.
When the notes mature a cheque for $1,500.00 is
drawn on the corporation’s bank account, but the
bookkeeper does not know what amount to
charge and asks for your advice. Upon investi
gation you find the facts as set forth above.
Comment on the propriety of the transactions and
the entries and state what entries you would
advise the bookkeeper to make.
6. The following letter is received by a practising
accountant from a man not previously known
to the former:
“ I am contemplating the purchase of a business,
the proposal of the present owner being that I
pay him a flat price of $500,000.00. He states
that the plant and real estate are worth $200,
000.00, the inventories and accounts receivable
$250,000.00 and the cash $30,000.00. The lia
bilities of the business which would be assumed
by the purchaser amount to $120,000.00. The
profits are said to be good and stable.
“ The nature of the business appeals to me and I
am much interested in the proposition, but I have
never had any experience in such matters and
cannot make up my mind. I do not know how to
determine what the business is worth or what
dangers are involved in taking over a business in
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this way. My lawyer has suggested to me that
public accountants are generally employed in
such circumstances. Not having engaged any
in the past I do not know in just what way
their services would be useful to me in making
up my mind or in taking delivery if I should
accept the proposition.
“ Will you kindly advise me in the m atter?”
W rite an answer to the above letter.

146

Commercial Law
NOVEM BER 17, 1920, 9 A. M. TO 12.30 P. M.
Give reasons fo r all answers.
Negotiable Instruments
Answer three o f the following four questions:
1. Is the following a negotiable instrument?
Boston, Mass., July 1, 1920. One year after date, for value
received, the Y . Z. corporation promises to pay to the
order o f Adam Brown three thousand dollars with inter
est at the office o f the Y. Z. corporation, Boston, Mass.,
or at the option o f the holder thereof upon the surrender
o f this note, to issue to the holder hereof in lieu thereof
thirty shares o f the preferred stock o f said Y. Z. cor
poration and to pay to the holder hereof in cash the
interest then due upon said sum. The Y. Z. Corporation,
by Y. Z., President.

2. W hat is the effect of indorsement of a negotiable
instrument
(a ) by an infant?
(b ) without consideration, by a corporation?

3. A sold his automobile to B, warranting it to be a
1918 model in good mechanical condition. B gave
A his note in payment of the purchase price, of
which note C became the holder in due course.
B, after a few days, found that the automobile
was a 1917 model and in such defective condition
that its actual value was but a small proportion
of the purchase price paid by him, of all of which
X had knowledge. X subsequently purchased
the note from C. Could he enforce the note
against B?
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4. How may a “ qualified endorsement ” be made and
what is the effect of such an endorsement?
C ontracts
Answer both the following questions:
5. A entered into the following agreement with the
R. S. Cement company:
“Memorandum o f agreement made this 6th day o f July,
1905, between A , first party, and R. S. Cement company,
second party, to w it, first party agrees to give the ‘R. S.’
brand cement the preference in his sales o f cement for
the year 1905, and in consideration thereof, second party
agrees to sell said brand o f cement to the first party
during the year 1905 at the price o f 95 cents a bbl.
f. o. b. Haverstraw, N ew York.”

A ordered several shipments of cement which were
duly delivered and paid for. Subsequently the
market price for cement rose and the cement
company notified A that it would furnish no more
cement under the agreement. A then purchased
his cement elsewhere during the remainder of the
year at higher market prices, and he sought to
recover from the cement company as damages the
difference between the cost of the cement pur
chased by him at the prevailing market price and
what the cement would have cost at the price
provided in the agreement. Could he recover?
6. Define
(1) a joint contract.
(2) a joint and several contract, and point out the
rights of the respective parties under each.
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Corporations
Answer both the following questions:
7. In what circumstances are directors of a corpora
tion authorized to declare dividends, and what
are the liabilities of directors for declaring an
unauthorized dividend?
8. The X corporation owns certain personal property
of which B has wrongfully taken possession. A
owns all of the stock of the X corporation and
brings in his own name an action to recover the
property from B. Is A entitled to recover?
Partnership
Answer one o f the following two questions:
9. A, B and C form a partnership, each by mutual
agreement contributing equally to the original
capital. Later C furnished various further sums
to the partnership to prevent financial difficulties,
the partnership finally being obliged to make an
assignment for the benefit o f its creditors. W hat
are C’s rights with regard to the additional sums
furnished by h im ? .
10. C is admitted as a partner in a partnership com
posed of A and B on contributing a certain
amount to the partnership capital. Prior to C’s
admission, the partnership of A and B incurred
a large obligation which subsequent to C’s admis
sion as a partner the partnership assets were in
sufficient to satisfy. A and B having no financial
responsibility, X seeks to satisfy his claim out of
the individual assets of C. Can he succeed?
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Bankruptcy
Answer the following question:
11. On examining the books of the Y corporation you
find a judgment in favor of the corporation
against A for $1,000.00 recovered on December
10, 1919. You also find that on July 16, 1920,
A filed a voluntary petition in bankruptcy show
ing assets (both real and personal property)
amounting to several thousand dollars, and lia
bilities consisting, in addition to the judgment, of
amounts due on various promissory notes and
open accounts. How would you treat the judg
ment in preparing a financial statement for the
corporation ?
Federal Income Tax
Answer the following question:
12. In 1909 A and B formed a corporation for the
purpose of conducting the business then carried
on by them under a partnership, each taking
equally shares of the capital stock. B died on
June 1, 1917, bequeathing his shares of stock to
his son Z by will. Because of B’s death the cor
poration ceased active business and began to
liquidate. From time to time assets were dis
posed of and dividends were declared and paid
from the moneys received. W hat is the status
of such dividends for federal income-tax pur
poses
(1) as regards A?
(2) as regards Z?
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NOVEM BER 17, 1920, 1 P. M. TO 6 P. M.
Answer questions 1, 2 and 3 and any three
other questions.
1. You are requested by the president of a corpora
tion to assist in the preparation of the federal
income and excess-profits-tax return of his com
pany for the calendar year 1919, and for the
purpose thereof the following data is submitted
to you:
T H E NOVEM BER CORPORATION
CONDENSED TRIAL BALANCE (AFTER CLOSING)

For the Year from January 1, 1919, to December 31, 1919

Particulars

January 1

Dr.
Cr.
Properties.............. $2,500,000
Depreciation
re
serve ..................
$500,000
Goodwill acquired
for stock.......... 1,500,000
Investments in stock
o f other corpora
tions at C o s tDomestic corps.
(25% interest) 250,000
Foreign corps.
(20% interest) 100,000
Inventories .......... 3,000,000
Inventory reserves
500,000
Receivables .......... 2,500,000
100,000
Bad debt reserves.
Cash ...................... 1,400,000
Bond d isc o u n t...
90,000
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December 31
Dr.
$3,500,000

Cr.

$700,000
1,500,000

250,000
100,000
5,000,000
1,000,000
3,000,000
250,000
2,000,000
80,000
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January 1

Particulars

Cr.

Dr.
Commission paid on
issue o f common
stock ..................
Prepaid expenses.
Preferred stock ..
Common sto ck .. .
Bonds .......... .
Current liabilities.
Provision for fed
eral income and
profits ta x e s ....
Contingent reserve
Preferred stock re
demption fund.
Earned su rp lu s...
Capital surplus re
sulting from ap
praisal o f prop
erties ................

December 31
Dr.

Cr.

$60,000
40,000

$60,000
50,000
$1,500,000
2,500,000
1,000,000
1,600,000

$1,125,000
4,500,000
1,000,000
1,105,000

700,000
250,000

2,000,000
250,000

150,000
2,150,000

525,000
2,575,000

500,000

500,000

$11,450,000 $11,450,000 $15,530,000 $15,530,000
STATEMENT OF PROFITS AND INCOME

For the Year Ended December 31, 1919
Sales .............................................................................. $25,000,000.00
Less cost o f sales........................................................ 15,000,000.00
Gross p r o fit..................................................................$10,000,000.00
Deduct selling, general and administration expenses:
Sel ling expenses .................................................... $3,500,000.00
Advertising ..............................................................
500,000.00
Collection expenses ....................................................... 200,000.00
Contingent losses on bad and doubtful accounts
200,000.00
General office salaries............................................
100,000.00
Profit-sharing bonus o f executives..................
250,000.00
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T a x es:
Real and personal property taxes.
Capital-stock tax ............................
Special assessments ........................
Life insurance policy p rem iu m s....
Charitable contributions:
Public subscriptions ........................
Employees’ welfare ........................

.

$50,000.00
5,000.00
10,000.00
5,000.00
25,000.00
30,000.00

Total expenses ............................

$4,875,000.00

Net profits from operations..............

$5,125,000.00

Add other income:
Dividends received from domestic
corporations ................................
Dividends on foreign investments
Interest received ..........................

$100,000.00
50,000.00
10,000.00

160,000.00
$5,285,000.00

D educt:
Interest paid .................................. $250,000.00
Proportion o f bond discounts written off ..........................................
10,000.00
N et profits and income....................
D educt:
Expenses in connection with
issue o f capital stock..........
$50,000.00
Provision for federal income
taxes (preliminary estimate) 2,000,000.00
500,000.00
Special reserve against invent’y
Surplus net profits............................

260,000.00
$5,025,000.00

2,550,000.00
$2,475,000.00

SURPLUS ACCOUNT

For the Year Ended December 31, 1919
Balance at the beginning o f year..........................
$2,650,000.00
N et profits for year..................................................
2,475,000.00
$5,125,000.00
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Less:
Excess o f 1918 federal taxes actu
ally paid over amount provided
at December 31, 1918................ $100,000.00
Cash dividends paid on preferred stock :
January 31, 1919...........$20,000.00
April 30, 1919.............. 20,000.00
July 31, 1919................... 20,000.00
October 31, 1919............. 15,000.00 75,000.00
Dividends paid on common stock:
In cash:
February 28, 1919. .$250,000.00
August 31, 1 9 1 9 .... 250,000.00
In stock:
August 31, 1 9 1 9 ....
Preferred stock redemp
tion fund ....................

500,000.00
1,000,000.00
375,000.00

2,050,000.00
$3,075,000.00

You are also informed that the company was or
ganized on January 1, 1910, with an authorized
and issued capital of $4,150,000.00, divided as to
Preferred stock .................................. $1,650,000.00
Common s t o c k ...................................... 2,500,000.00

You are further informed that of this capital
$1,000,000.00 common stock was sold to an
underwriting syndicate for cash at par, less 6
per cent. commission, and that the remainder of
the stock was issued to the vendor company in
acquisition of the business, property, goodwill
and other assets taken over. The capital stock
outstanding has been unchanged from the date of
organization to January 1, 1919, except as to the
redemption of the preferred stock indicated,
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which took place March 31, 1917. The book
values of the fixed properties are based on an
appraisal made by an appraisal company as at
March 1, 1913. In addition to the common stock
dividend paid during the year, the company issued
a further $1,000,000.00 common stock, which was
sold for cash at par as follows:
August 31 ............................................ $500,000.00
October 31 ............................................ 500,000.00

On October 3 1 , 1919, it also redeemed for cash and
retired preferred stock at par to the amount of
$375,000.00.
You may assume the company was not engaged
on any government contracts throughout the year
1919.
Prepare draft statements showing
(1) The amount of the company’s “ invested
capital ” for the year, which the treasury au
thorities will recognize for the purpose of
computation of taxes.
(2) The taxable net income for the year.
(3) The amount of income and excess-profits
taxes assessable for the year.
Excess-profits exemption for 1919 were 8% o f invested
capital plus $3,000.
Excess-profits rates for 1919 were:
First b ra ck et................................ 20%
Second “ ................................ 40%
Income following in first bracket is that portion thereof
not exceeding 20% o f invested capital. Income-tax
rate for 1919 was 10% with exemption o f $2,000.
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2. A company was incorporated as of January 1 , 1920,
to take over certain mines. The properties had
been operated for some time by a receiver, the
bondholders having bid in the properties at a
foreclosure sale through a committee which
turned over the properties to the new company.
The plan of reorganization provided for the issu
ance to the bondholders of the old company of
$1,000,000.00 preferred stock and 10,000 shares
of common stock of no par value of the new com
pany, being its entire capitalization. An arrange
ment was made whereby the stockholders re
ceiving such securities returned to the treasury
of the new company as a donation 2,500 shares
of the common stock with the understanding that
such shares should be issued to the president for
services to be rendered during the next five years,
delivery of such stock to be made to him 1/5 at
the end of each year.
The properties and assets acquired by the new
company were as follows:
Mines and fixed properties..................$1,800,000.00
Current assets ......................................
300,000.00

Less current liabilities........................

$2,100,000.00
200,000.00

N et assets ............................................$1,900,000.00

(1) Prepare an opening entry to record the acqui
sition of the properties and capitalization.
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(2) How would you treat the 2,500 shares donated
by the stockholders ?
(3) How would the accounts of the next five years
be affected by delivery to the manager of 1/5 of
such donated stock at the close of each year?
3. The officers of the A company find that they are
unable to meet current obligations and a receiver
is appointed on April 28, 1919. The receiver
calls for an inventory and a statement as at date
of appointment, which is given as follows:
STATEMENT A . COMPANY— APRIL

A ssets

28, 1919

L iabilities

Machinery and equip
ment ........................ $507,300
Consigned merchand’e 220,000
Merchandise at mill. 115,000
Cash ............................
800
1,400
Accounts receivable.
Unexpired insurance
800
Employees’ Liberty
bonds ......................
4,700

$850,000
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Reserve for dep’n . . .
J. Smith & C o..........
Bank loans ..............
Acceptances ..............
Bank overdraft........
City taxes accrued..
Collateral notes pay
able ..........................
Mortgage on mach’y .
Accrued interest on
mortgage (to date)
Lease—machinery . .
Accrued interest on
lease agreem ent...
Accounts payab le....
Capital stock—co m ..
Capital stock—pref’d
Surplus ......................

$7,300
250,000
105,000
15,000
1,000
4,000
4,700
100,000
3,000
30,000
10,000
110,000
100,000
100,000
10,000
$850,000
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On November 20th the receiver having disposed of
all assets for cash (except consigned merchan
dise, and $400.00 accounts receivable which were
considered doubtful) calls upon you to prepare
an interim statement for the information of the
stockholders and creditors.
He leaves the form to your judgment but suggests
that it be as concise as possible and that you
show his valuations as well as book value, at date
of receivership. He also wants a summary of his
transactions, not necessarily to include profit or
loss showing, and finally wants the statement to
show conditions as they are at date you are
called in.
You find that the collateral notes payable were for
accommodation of employees and were secured
by deposit of bonds, also the property of employ
ees, as per statement. The bonds have now been
delivered to the employees and the notes paid
by them.
The court has authorized payments of the city
taxes and accrued interest of $400.00, which
latter amount had been omitted from the state
ment but included by receiver in his valuation
statement. Federal taxes were also found to be
due and were also paid (amount $1,000).
The lease covered machinery worth $30,000.00, but
the firm that furnished this machinery has ac
cepted a release of the A company’s equity in this
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machinery as full payment of notes under lease
agreement and the accrued interest.
The receiver finds that J. Smith & Co.’s account
represents advances on the entire consigned mer
chandise and that this merchandise has been
pledged to secure this claim in part (to the extent
of value of the merchandise). Receiver accepts
book value for purpose of his records.
A fter removal of the leased machinery the remain
ing machines and equipment were sold for $200,
000.00 and the mortgage (and accrued interest
to date of payment $5,000.00) were paid in full.
(Receiver’s original value placed upon all ma
chinery was $200,000.00.)
The merchandise at the mill was valued by the
receiver at $75,000.00, but after six months’
operation the amount on hand was sold without
inventory for $25,000.00.
The accounts receivable were valued by the re
ceiver at $1,000.00 and the amount was in fact
realized in cash, the balance appearing doubtful.
Unexpired insurance is accepted by receiver at
book value. November 10th a rebate of $100.00
was received and all policies were canceled.
Upon comparing the statement with the books you
find accounts payable understated $10,000.00 in
the statement given receiver because of an error
on the part of a bookkeeper when closing books
at April 28th.
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Claims were duly filed for entire amount owing
(except $10,000.00 accounts payable). An ac
count in purchase ledger was disallowed and is
in dispute (amount, $5,000.00).
The receiver sold merchandise to the amount of
$75,000.00, all of which had been paid for.
Other receipts were rent for portion of building
—sublet—$1,000.00; unclaimed wages, $500.00;
interest on bank account to November 20, 1919,
$200.00; cash surrender value of insurance policy
on life of treasurer, $1,000.00.
Other payments w ere: receiver’s accounts payable,
$50,000.00; taxes, $3,000.00 (assessed since re
ceivership) ; rent, $2,000.00; legal expenses,
$5,000.00. No fee has been allowed receiver or
will be considered in your statement.
An analysis of the ledger determines the fact that
only the following bills and expense vouchers
had been carried through the invoice register
since receivership, and all had been paid
promptly, viz., labor, $20,000.00; materials,
$20,000.00; shop expense, $3,000.00; heat and
power, $2,000.00; freight, $1,000.00; general
expense, $4,000.00.
4. Indicate by appropriate journal entries, the various
debits and credits you would make in setting up
the following reserves for a balance-sheet, ex
plaining briefly how you would determine the
proper amount of each reserve.
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(a)
(b)
(c)
(d)

Reserve for bad and doubtful debts.
Reserve for trade discounts.
Reserve for cash discounts.
Reserve for state, county and city taxes
accrued.
5. It is now becoming quite common practice for cor
porations to insure the lives of their principal
officers, so that upon their deaths the corpora
tions may be, in a measure, reimbursed for the
loss to the business. You are asked to indicate
what sort of entries would be made by a com
pany, from time to time, if it paid the insurance
premiums on a policy of insurance for $50,000.00
carried on the life of its president under the four
classes of insurance policies indicated below.
10-year renewable term policy.
20-payment life policy.
Straight life policy.
20-year endowment policy.
Also indicate what entries should be made in the
books for the receipt of the $50,000.00 principal
of the different classes of policies, supposing the
president of the company died during the fifth
year of the insured term.
6. In examining the accounts of a corporation en
gaged in the manufacture of a variety of articles
in respect of which a specification cost system is
maintained as an integral part of the bookkeep
ing (which, so far as inventories and cost are
concerned, forms the basis of the monthly
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financial accounts comprising balance-sheet and
profit-and-loss account), you find a large discrep
ancy between the total value of the physical in
ventory of manufactured stock and work in
progress, as priced at specification costs, and the
corresponding general ledger account, the
physical inventory value being substantially less
than the relative book values. W hat investiga
tion would you expect to make to ascertain the
cause of the discrepancy? W hat factors would
you expect to find contributing to it, and how
would you dispose of the discrepancy, and upon
what theory would you recommend that adjust
ment be made ?
Actuarial Question (Optional)
7. W hat could a purchaser who wished to realize 3
per cent. on his investment give for a bond for
$10,000.00 which had four years to run at 5 per
cent. interest payable yearly, and thereafter was
repayable with a bonus of 10 per cent.
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Examinations of M ay, 1921
Auditing
MAY 18, 1921, 9 A. M. TO 12.30 P. M.
Answer all the following questions:
1. You are engaged to make a balance-sheet audit of
the A. B. Co., a corporation trading in certain
patented machines, of which it owns the patents,
and in certain accessory materials necessary to
their operation. The company owns no plant
but buys its stock-in-trade from the actual manu
facturers. The bulk of its business consists of
outright sales, but it also leases some of its ma
chines at a nominal rental under contracts which
bind the lessees to buy from itself all the acces
sory materials. It owns four patents, which are
20, 19, 18 and 5 years old, respectively. For the
first three patents it gave practically all of its
capital stock and some cash; the remaining patent
covers valuable improvements on the original
machines invented by one of the officers and
is assigned to the company without compensation,
but the company has charged the expenditures,
including part of officers’ salaries, on these im
provements to the property account. No amor
tization of the patents has ever been charged off.
On your arrival at the company’s office on Janu
ary 15, 1921, the following balance-sheet of De
cember 31, 1920, is handed to you:
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B A L A N C E-SH E E T —DEC. 31, 1920

A ssets
(a ) Cash: in banks ....................................................$ . . . .
“ petty cash fund..................................$ . . . .
(b ) Notes receivable: trade, officers’ and other,
mingled in one account without distinction.
(c ) Accounts receivable: trade, officers’ and other,
not classified, and no provision for bad debts
(d ) Investments: stocks, treasury stock and Lib
erty and other bonds, at cost, which is
higher than present market value................
(e ) Inventories: from perpetual inventory book,
no actual inventory ever having been taken.
( f ) Contract machines: machines leased under
contract, the cost values thereof being about
25% o f the total amount charged to this
account, the difference being said to be the
cost o f building up this particular part of
the business in past years..................................
(g ) Property account, includes cost o f patents,
expenditures for improvements thereon, pat
terns, designs, office furniture and fixtures,
etc., not classified in any w ay..........................
Total assets............................................ .

$.
$.

$.
$.

$.

$.
$

L iabilities
(h ) N otes payable: trade and banks, not classified.$ . . . .
( i) Accounts payable: trade.................................... $ . . . .
Total liabilities................................................
( j ) Capital stock: authorized and o u ts ta n d in g ...? ....
Surplus ....................................................................$ ----N et worth.........................................................
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State how you would proceed to verify each item
of the foregoing balance-sheet, in view of the
facts submitted, and also what steps, if any, you
would require the company to take before you
would sign an unqualified certificate.
(Number each answer to correspond with the item
number on the balance-sheet.)
2. You are called upon to audit the accounts of De
cember 31, 1920, of a company incorporated in
the state of New York, which owns all the capi
tal stock of two other companies, one incor
porated in Great Britain and the other in Russia.
No reports have been received from the Russian
company since December 31, 1917. All the inter
company transactions have been recorded on the
books at the pre-war rates of exchange.
Before giving an unqualified certificate to the con
solidated balance-sheet of these companies at
December 31, 1920, on what basis would you
require the accounts to be stated in regard to
fluctuations in exchange and possible loss on
Russian assets, assuming that the balance-sheet
of each company revealed the following assets
and liabilities ?
Goodwill
Plant and equipment
Inventories
Accounts receivable
Cash
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Capital stock
Accounts and notes
payable
Surplus
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3. In auditing the accounts of a stock broker, what
would be the first matters to which an auditor
should direct his attention? Give reasons for
your answer.
4. In auditing the December 31, 1920, balance-sheet
of a textile mill, you find that there are large
contractual obligations for the purchase and
future delivery of raw cotton at prices consid
erably above the market price at that date.
Draft a letter to the client outlining your reason for
wishing to qualify your certificate, if no allusion
is to be made in the balance-sheet to the fore
going fact, and suggesting alternative methods
of statement which would meet with your ap
proval and enable you to append a clear cer
tificate.
5. W hen conducting an audit of the accounts of a
corporation, you find that no allowance has been
made for depreciation on buildings, machinery
and plant, and on inquiry you are met with the
statement that the appreciation on real estate
offsets any depreciation that may have taken
place in the physical plant.
Prepare a memorandum for submission to the
board of directors, setting forth your views on
the subject.
6. A firm having several branches maintains in its
ledger an account with each branch, and charges
to such account all goods sold to the agent for
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stock, accounts receivable arising from sales by
the branch within its territory and cash collected
by the branch. A t the end of the year the bal
ance of each branch is treated as an ordinary
account receivable and is included in the general
debts due the firm. In certifying the accuracy
of the firm’s balance-sheet, would you pass such
accounts receivable? If not, state what objec
tions there are to this method and how you would
deal with the accounts.
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Answer questions 1 and 2 and any three other
questions.
1. Following are the trial balances of Company A
and its subsidiaries at December 31, 1920:
D ebits
Co. A
$75,000
C a s h ................................................
350,000
Accounts receivable ..................
200,000
Notes receivable............................
Inventory, raw material, Janu
150,000
ary 1, 1920................................
Purchases, raw materials..........
650,000
450,000
Labor ............................................
Manufacturing expenses.......... .. 190,000
Selling expenses............................
85,000
45,000
Administrative expenses............
Inventory, goods in process,
January 1, 1920........................
80,000
Inventory, finished goods, Jan
uary 1, 1920................................
90,000
900,000
Plant and equipment..................
Investment in stock o f Com’y B 875,000
Investment in stock o f Com’y C 1,200,000

C o .B
$50,000
190,000
60,000

C o .C
$60,000
420,000
40,000

105,000
400,000
320,000
190,000
40,000
25,000

160,000
510,000
370,000
205,000
75,000
35,000

70,000

75,000

65,000
400,000

80,000
750,000

...........

$5,340,000 $1,915,000 $2,780,000
C redits
Capital stock ..........
Notes payable ___
Accounts payable
Bonds payable . —
Premium on bonds

........$3,000,000
........
110,000
........
100,000
........
500,000
........
5,000
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Credits ( Continued)
Reserve for depreciation........... $100,000
Sales ............................................... 1,400,000
Surplus ..........................................
125,000

$60,000
1,050,000
160,000

$112,500
1,250,000
307,500

$5,340,000 $1,915,000 $2,780,000

The inventories at December 31, 1920, were:
Co. A
Raw material .............................. $280,000
Goods in process..........................
95,000
Finished goods .................
135,000

Co. B
Co. C
$175,000 $210,000
80,000
85,000
145,000 105,000

Company A purchased the entire stock issues of
Companies B and C at January 1, 1920, at the
prices shown in the trial balance. During the
year each of the three companies declared and
paid a 5 per cent. dividend. Company A took
up its dividends from Companies B and C by
credits to surplus. The various entries for the
dividends were the only entries affecting the sur
plus accounts during the year.
A t December 31, 1919, Company A ’s inventory of
raw material included goods purchased from
Company B at a price of $60,000, the cost thereof
to Company B being $40,000.
A t the same date Company B’s inventory of raw
material included goods purchased from Com
pany C for $75,000 on which Company C made
a profit of $25,000.
During 1920, Company C sold goods to Company
B at a price of $200,000. These goods cost Com
pany C $160,000. Company B still owes $30,000
on these purchases, the indebtedness being in
cluded in the accounts payable.
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During 1920, Company B sold goods to Company
A at a cost of $300,000 and at a selling price of
$375,000. Company A made cash advances
totaling $400,000 to Company B during the year.
The sales just mentioned were charged against
the advances account, the $25,000 balance of
which is included in Company B’s accounts
payable.
The inventories at December 31, 1920, include
inter-company profits as follows:
Raw
material
Company A ........ $20,000
Company B ........ 30,000

Goods
in process
$5,000
6,000

Finished
goods
$4,000
5,000

Company A’s bonds were issued July 1, 1920.
They bear 5 per cent. interest, payable semi
annually and mature in five years. No interest
has been paid.
Allow depreciation at 5 per cent. per annum on
the cost of the fixed assets.
Prepare the following consolidated statements:
Cost of goods manufactured and sold.
Profit-and-loss statement.
Surplus statement (showing as the final balance
therein the surplus balance appearing in the
consolidated balance-sheet).
Balance-sheet.
2. Prepare a statement of resources and their appli
cation for the 12 months ended December 31,
1920, using the following data:
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THE HALL MANUFACTURING CO M PA N Y BALANCE-SHEETS
A ssets
Dec. 3 1 , 1919
Cash ............................ . . $5,000
Accounts receivable.. .. 30,000
Raw material ............ . .
12,000
Goods in p r o c e ss .... . .
16,000
Finished g o o d s .......... . . 21,000
Land ............................ . . 70,000
Buildings .................... .. 115,000
Machinery .................. . . 90,000
Tools .......................... .. 26,000
Patents ........................ . . 30,000
Discount on bonds. . . .
Investment in stocks. .. 25,000
Advances to salesmen.
500
300
Unexpired insurance.
$440,800

Dec. 3 1 , 1920
$1,800
32,000
14,500
17,500
19,000
100,000
170,000
100,000
23,000
28,000
2,000
1,000
250
$509,050

L iabilities

Accounts payable.......... $35,000
Notes payable ..............
25,000
Bank loans ....................
20,000
Bonds payable .............. 200,000
Reserve for depreciation,
buildings and machinery 20,000
1,200
Reserve for bad debts..
Reserve for construction 16,000
Capital s t o c k .................. 100,000
Surplus ..........................
23,600
$440,800
171

$10,000
5,000
300,000
29,000
1,500
20,000
100,000
43,550
$509,050

E X A M IN A T IO N Q U E ST IO N S—MAY, 1921

Follow ing is an ab stract o f the surplus a c c o u n t:
Dec. 3 1 , 1919
Balance, January 1, 1920.............................
Add net profits for 1920 .............................
“ appraisal increase in land..................

Dec. 3 1 , 1920
$23,600
8,950
30,000

Total ............................................................
Deduct credit to reserve for construction. $4,000
Dividends paid December 31, 1920........ 15,000

$62,550

Balance, December 31, 1920........................

$43,550

19,000

Depreciation was provided during the year as
follows:
Credited to reserve for depreciation, buildings and
machinery ............................................................................... $10,000
W ritten off from tools............................................................
5,000
Written off from patents........................................................ 2,000

During the year machinery which cost $7,000 was
sold for $6,000. The loss was absorbed in the
reserve for depreciation.
3. A, B, C and D have decided to dissolve partner
ship. To that end they have liquidated all their
liabilities, and at the date of the first division
of cash among the partners the conditions are as
follows:
Profit and
Partners
A ......................
B ......................
C ......................
D ......................
Totals

Capitals
........ $22,000
........ 19,000
........ 12,000
........
7,000

........ ........ $60,000

Loans
$7,000
6,000
14,000
13,000

Loss ratio
40%
30%
20%
10%

$40,000

100%

. . . . $20,000
Cash available for distribution...
Other assets not yet realized (o f doubtful v a lu e). 80,000
$100,000
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State which partners should participate in the dis
tribution of the $20,000; how much cash each
should receive; whether the payments should be
applied against the capital accounts or the loan
accounts. Explain the procedure of determin
ing the distribution. Assume that none of the
partners has any private property.
4. (a) Determine the average life of the following
fixed assets belonging to the W estern Hardware
Company:
Estimated
scrap-value
$35,000
25,000
5,000

Assets
Cost
Buildings ........ ........ $100,000
M ach in ery.................. 70,000
Tools .......................... 20,000
Patterns ........... .......... 10,000

Estimated
life in years
20
15
10

8

(b) A fter determining the average life of the
fixed assets, state the amount of annual deprecia
tion by the straight-line method.
5. (a) A company with $500,000 of common capital
stock, par value $100 a share, and a surplus ac
count of $100,000 decides to change its capitaliza
tion from a par to a no-par basis. It therefore
calls in its 5,000 shares of par value stock and
issues in place thereof 10,000 shares of no-parvalue stock. How should the transaction be
recorded? W hat effect, if any, will the change
to a no-par-value basis have on the surplus ac
count ?
(b) Suppose that a new company is organized with
10,000 shares of no-par-value stock and that this
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new com pany takes over all th e assets an d lia
bilities o f the old com pany at th e ir book value,
issuing all of its capital stock in paym ent th e re 
for. H ow w ould th e tran sactio n be recorded on
the books o f th e new com pany?
6. Define th e follow ing:
(a ) Incom e bond.
(b ) C o-insurance clause.
(c ) A m ortization.
( d ) R esid u ary legatee.
(e ) W o rk in g capital.
( f ) C ontingent reserve.
(g ) T u rn o v er.
( h ) S ubsidiary company.
( i) In te rd e p a rtm en ta l profit.
( j ) F ranchise.

Actuarial Problem (Optional)
7. A com pany has acquired m achinery, w hich cost
$100,000, and w hich it expects to be able to use
fo r 10 years. T h e scrap value at the end of th a t
tim e is estim ated a t $25,000. A bond issue of
$75,000 due in 10 years, b earin g 6 p e r c e n t.
interest and secured by a m ortgage on th e m a
chinery, w as floated a t 98 soon a fte r th e purchase
of th e m achinery. T h e tr u s t indenture requires
th a t a t th e end o f each y ear, before the paym ent
of dividends, a sum shall be set aside and charged
against earnings sufficient to provide a sinking
fu n d on a 5 p er cen t. basis fo r the redem ption of
the bonds a t m atu rity .
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T h e president of the com pany is in fav o r of p ro 
viding a reserve fo r depreciation on the m achin
ery by the sink in g -fu n d m ethod, using 5 p e r cent.
as a basis, although he does not advocate creating
a replacem ent fu n d fo r th e m achinery as well as
a sinking fu n d fo r th e bonds. T h e tre a su re r
contends th a t it is not necessary to provide any
reserve fo r depreciation, asserting as his reason
th a t the creation of a sink in g -fu n d reserve and a
reserve fo r depreciation w ould involve a double
charge against profits and, fu rth e r, th a t as the
sinking-fund reserve is obligatory the deprecia
tion reserve is n o t required.
( a ) Com pute the am ount of the annual contribu
tion to th e sinking-fund fo r the redem ption of
th e bonds.
(b ) S et up a table show ing the accum ulation o f
the fund, on the assum ption th a t it earned ex 
actly 5 p er cent.
A lso indicate the annual entries fo r the sinkingfu n d and fo r th e sinking-fund reserve.
(c ) Give y o u r opinion as to w h eth er o r not there
should be a reserve fo r depreciation as well as
a sinking-fund reserve.
I f th e sinking-fund
reserve is sufficient, w h at disposition will event
ually be m ade o f it? I f tw o reserves a re neces
sary, w hen and in w h at m an n er will they be
closed o u t?

1.0510 = 1.62889463.
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Commercial Law
MAY 19, 1921, 9 A. M. TO 12.30 P. M.
Give reasons for all answers.
Negotiable Instruments
Answer three of the following four questions:
1. The R. I. Company gave the following note in
payment for goods purchased:
$7,500.
Albany, N.
.June 1, 1920.
Y
Three months after date we promise to pay to the
order o f A. B. Corporation seventy-five hundred dollars
at the Albany Trust Company. Value received.
J o h n S m it h , P r e s .
E lmer H. B rown, T r e a s .

The note was written on a blank note across the
margin of which appeared the words “ R. I.
Company.” The note was discounted for the
payee by the Citizens National Bank and upon
non-payment thereof the bank brought suit
against Smith and Brown. Could the bank
recover ?
2. W hat constitutes a party a holder of a negotiable
instrument (a) for value, (b) in due course?
3. W hat are the liabilities of a person who nego
tiates an instrument (a) by delivery, (b) by
indorsement without qualification?
4. Define a bill of exchange.
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Contracts
Answer two o f the following three questions:
5. X, a New York dealer, purchased 25 barrels of
specially graded and packed apples from a pro
ducer at Hood River, Oregon. These apples he
afterwards resold to Y under a contract which
specified an agreed price on delivery at Y ’s place
of business in New York. The apples were
shipped to X from Oregon but, through no fault
of either X or Y, were totally destroyed before
reaching New York. Is there any liability rest
ing upon X?
6. On January 31, 1921, Travis & Wood, commis
sion merchants at Buffalo, N. Y., wrote a letter
to Vassar & Camp at New York, offering to sell
500 gallons of linseed oil at a certain price per
gallon. The letter was received by Vassar &
Camp on February 2, 1921, and they on the same
day mailed a reply to Travis & Wood, accepting
the offer and giving directions as to shipment.
On February 3, before the receipt of the accept
ance, Travis & Wood telegraphed, revoking the
offer.
Was the revocation effectual to prevent the con
summation of the agreement?
7. Define an express warranty.
Partnership
Answer one o f the following two questions:
8. George B. Lewis was a special partner in the
limited partnership of Bradley & Smith, his con177
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tribution to capital being the sum of $50,000.
Under the provisions of the co-partnership agree
ment, the partnership expired January 6, 1921.
On January 7, 1921, Lewis received from the
firm the sum of $50,000, thus withdrawing his
contribution to capital. James A. Grant, to
whom the firm had become indebted in the sum
of $75,000, who had been unable to collect his
debt, sued the co-partnership in February, 1921,
naming as defendants both general partners and
Lewis, the special partner.
Did Lewis have any defense to the action?
9. G and H were co-partners engaged in the ware
house business. H issued a warehouse receipt
which represented that the firm had on storage
for Nash & Son 6,500 bushels of wheat. Nash
& Son, on the credit of the receipt, obtained a
loan from Robbins of $4,000, the warehouse
receipt being transferred to Robbins. There
after Robbins duly demanded the grain from
G and H , when it was found that H , without
knowledge of his co-partners, had conspired with
Nash & Son and had issued a false receipt.
Robbins thereupon sued both G and H.
W as G liable in any way?
Corporations
Answer both the following questions:
10. Brown, a director of the X Realty Corporation,
received from the Y Construction Company the
sum of $500 in payment for Brown’s services in
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inducing the X Realty Corporation to award a
certain contract to the Y Company. The X
Realty Corporation afterward learned of the
payment and sued Brown, seeking to recover
the amount so paid to Brown by the Y Construc
tion Company.
Could the X Realty Corporation succeed ?
11. To what extent is a corporation bound by agree
ments made by its promoters prior to and con
nected with its incorporation?
Bankruptcy
Answer the following question:
12. Name three “ acts of bankruptcy,” the commission
of any one of which by an insolvent person fur
nishes grounds for the filing of a petition in
bankruptcy.
Federal Income Tax
Answer the following question:
13. In June, 1915, A purchased a dwelling for the sum
of $15,000. He resided in the dwelling until
December 1, 1920, when he sold the property at
a loss. During 1920 he paid out for taxes $186,
for insurance $60, for repairs $130, for interest
on mortgage $250. His net loss on the sale was
$1,200.
In preparing A ’s income-tax return for 1920, how
would you treat the items specified?
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Accounting Theory and Practice — Part II
MAY 19, 1921, 1 P. M. TO 6 P. M.
Answer questions 1, 2 and 3 and any two
other questions.
1. The trial balance of the Occidental Timber Co.,
on January 1, 1920, was as follows:
Cash .............................................................. $2,618.03
Accounts receiv a b le.................................. 21,111.17
Inventory .................................................... 36,133.32
Unexpired in su ran ce................................
559.44
Plant and equipment.................................. 352,109.75
Timber and lands........................................ 551,539.31
Preferred c la im s .................................... ..
First mortgage bonds, 6%......................
Bond interest accrued—6 months..........
Unsecured creditors ................................
Capital s to c k ................................................
Surplus ........................................................

$37,011.99
212,500.00
6,375.00
64,471.64
400,000.00
243,712.39

$964,071.02 $964,071.02

The company, being unable to meet its current
obligations, the W estern Trust Co. was ap
pointed receiver on January 1, 1920.
The transactions under the receivership for the
year following are hereby summarized:
Purchased logs .................................... $9,646.22
(H a lf was bought for cash, less cash
discounts, and the balance on credit)
Operating expenses ............................ 202,972.81
Commissions ........................................
4,214.14
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D em urrage..............................................
Freight, inward ....................................
General e x p e n se ....................................
Salaries .................
Shipping expense ................................
Taxes ......................................................

$326.00
585.53
4,837.40
12,000.00
13,574.10
1,421.00

All paid in cash.
Allowance for stumpage cut amounting to $50,000
was credited to timber account. Interest on bonds
to December 31, 1920, was paid in full and the
outstanding bonds were reduced to $200,000,
December 31, 1920, by paying off $12,500 at
101. Sales amounted to $450,000 gross, of
which $300,000 was received in cash as net pay
ment by customers.
Freight allowance to customers........ $70,510.00
Discounts allowed ..............................
556.33
Discounts received ..............................
500.00
Profit from commissary......................
5,000.00
Sundry income ......................................
3,500.00

The accounts receivable of January 1, 1920, real
ized $20,000.00 net. Preferred claims were paid
in full. Depreciation of $3,500.00 was allowed
on plant and equipment. Unexpired insurance
on December 31, 1920, amounted to $125.00. In
ventories were $40,000.
Prepare realization and liquidation account, cash
account and balance-sheet, December 31, 1920,
also the receiver’s profit-and-loss account, prov
ing the gain shown by the realization and liquida
tion account and showing all the elements mak
ing up the net amount.
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2. You have been engaged to audit the books and
accounts of the X Corporation for the calendar
year 1920. The factory and other accounting
records are at J ; the secretarial records are at
K. The company’s product is made to order
only.
As a result of your audit at J you have prepared
the following:
C O N D E N SE D P R O FIT A N D LOSS ST A T E M E N T

For the calendar year 1920
Gross sales (shipm ents).......................$240,000.00
Less return sales and allowances.
5,000.00
Net sales .................................................$235,000.00
Deduct:
Cost o f goods sold (s h ip p e d ).... 153,300.00
Gross profit on s a l e s . . . . .................... $81,700.00
D educt:
Selling and administrative expense 32,675.00
N et profit on operations...................... $49,025.00
Add:
Net financial income........................
975.00
N et profit for calendar year 1 9 2 0 ... $50,000.00

Before the final preparation of your report you go
to K to examine the minutes of the board of
directors. Upon your examination you find in
the minutes, under date of March 12, 1920, the
following:
“ Whereas, Mr. A, our factory superintendent, and
Mr. B, our general sales manager, are devoting
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their entire time and attention to the affairs of
the company and by their faithful devotion to its
interests have increased the output of the com
pany at the factory and the sales at K ; and
“ Whereas, for this reason it is the sense of the
directors that the said M r. A. and Mr. B., in
addition to the amount of compensation regularly
allowed them, should be further compensated;
“ Therefore be it resolved that fifty (50) per cent.
of the net operating profits of the X Company
(after charging this additional compensation as
an expense) arising from the net shipments over
and above one hundred and seventy-five thousand
dollars ($175,000) be divided equally between
the said Mr. A. and Mr. B. as their additional
compensation for the year.”
Recast your profit-and-loss statement to give effect
to the above additional information.
Show your procedure and give proof of your cor
rectness.
3. A and B are in partnership as commodity brokers,
A receiving 55 per cent. of the profits and B 45
per cent. In order to strengthen the financial
statements of the firm they agreed some years
ago to turn in as partnership assets certain securi
ties held by them as individuals. Under a sep
arate agreement, dividends on these securities
as well as profits or losses from sales were to
accrue to each as though separate ownership
were retained. In addition the partnership as
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such has purchased securities which it holds as
investments in the same companies.
You are furnished a trial balance of the general
ledger before closing, which shows the following
condition at December 31, 1920:
Cash and other current assets............

Dr.
$320,000.00

Securities:
Firm .......................... . . . . $50,000.00
A ................................ . . . . 100,000.00
B ................................ . . . . 50,000.00

200,000.00

Office furniture and fixtures..............
Deferred charges to profit and lo ss..
Expense accounts ..................................
Accounts payable ..................................
Notes payable ........................................

Cr.

15,000.00
3,000.00
40,000.00
$55,864.00
150,000.00

Capital accounts:
A ............................................................
B ............................................ ...............
Commissions and other earnings (in 
cluding dividends on stocks held by
firm) ....................................................

223,500.00
75,000.00

70,000.00

Dividends received for personal accounts:
A ............................................................
B ........................................................................

2,000.00
1,636.00

$578,000.00 $578,000.00

A statement is also handed to you of the securities
held, divided between firm purchases and part
ners’ individual holdings above mentioned as
follows:
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A
Individual holdings
Book
Value
Shares price
amount
X Company. . . 1280
50
$64,000
Y C om pany... 300
120
36,000

Partnership holdings
Book Value
Shares price amount
200
50
$10,000
175
17,500
100

$100,000

$27,500

T O TA L
Value
price
55
140

Shares
X Company ............ 1480
Y Company,............ 475

December 3 1 , 1920
amount
$81,400
66,500
$147,900

B
Individual holdings
Book
Value
Shares price
amount
Company.. . 600
50
$30,000
Company.. . 200
100
20,000

Partnership holdings
Book Value
Shares price amount
$8,200
164 . 50
14,300
143
100

$50,000

$22,500

TO TAL
Shares
X Company.. . , . . . . 764
Y Company. ... . . . 343

Value
price
55
140

December 3 1 , 1920
amount
$42,020
48,020
$90,040
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You are requested by the partners (1) to prepare
a balance-sheet showing the actual status of each
partner’s investment in the business at December
31, 1920, giving effect to the appraised value of
securities at that date (as indicated by the total
column in the above table) and (2) to submit a
scheme of capital-stock distribution between A
and B, for use if the partnership should be con
verted into a corporation, each partner turning
in his individual security holdings to such cor
poration.
Interest has been credited on capital accounts at 6
per cent. during the year (to A $12,600.00, to B
$4,250.00) and such interest has been included
among the expenses.
4. On January 1, 1920, the A. B. C. Company pur
chased 100 shares ($100.00 par value) of the
capital stock of the X. Y. Z. Company in the
open market, paying $9,000.00 therefor, and
entered the item on its books as “ investments.”
On July 1, 1920, the X. Y. Z. Company acquired
all the capital stock of the A. B. C. Company,
but continued the subsidiary thus acquired as a
going concern.
On November 1, 1920,
clared a dividend of
stock of the X. Y.
November 20, 1920,
November 15, 1920.

the A. B. C. Company de
100 shares of the capital
Z. Company, payable on
to stockholders of record
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The market value of the X. Y. Z. stock on the dates
shown was as follows:
November 1, 1920, 83⅝ ; November 15, 1920,
87⅞ ; November 20, 1920, 91.
Formulate the journal entries necessary properly
to record the dividend transaction on the books
of both companies and comment on the value of
the shares on the books of the X. Y. Z. Company.
5. Under the terms of the mortgage securing the
issue of bonds by a corporation there is a sink
ing-fund provision, by which 2 per cent, per
annum must be turned over to the trustees, who
are empowered to invest the cash in their hands
in purchasing these bonds whenever they can be
obtained at par or below. During the year un
der review they have bought $50,000 at 90 flat
and received one-half year’s interest thereon at
6 per cent.
Show the entries on the company’s books. Indi
cate whether its profit and loss or its surplus is
affected by the discount and the interest.
6. How would you distinguish between
(a ) Earned surplus,
(b) Paid-in surplus,
(c) Capital surplus,
(d) Appropriated surplus?
7. W hat should be the procedure in determining the
value of stock on hand at the time of a fire, the
financial books being intact and showing the
amount of an inventory taken four months prior
to the fire?
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Examinations o f Novem ber, 1921
Auditing
NOVEM BER 15, 1921, 9 A. M. TO 12.30 P. M.
Answer all the following questions:
1. Name and describe the principal groups in which
the financial transactions of a municipality are
summarized in its annual statement.
2. In auditing the books of the Moving Picture Pro
ducing Company you find the total balance due
from customers as shown by the controlling
account in the general ledger is less than half
the total debit balances shown by the list you
have taken from the customers’ ledger. W hat
does this indicate? How should the facts be
shown on the balance-sheet?
3. W hat are the principal objects for which auditors’
working-sheets are made and preserved?
4. Entering upon the audit of the A. B. C. Co. you
are handed the general books of account. You
learn that the company has several departments
and practically owns several subsidiary com
panies. State what influence this knowledge
would have upon you in respect to proving the
accuracy of the trial balance given to you, what
steps you would take, and why.
5. State what you conceive to be the legal duties,
responsibilities and liabilities of the professional
auditor.
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6. Describe a good method of keeping a detailed
record of (a) salaries paid, (b) wages paid.
7. State what particular matters should be ascer
tained and verified in auditing the revenue and
expense accounts of
(a) Shipping companies;
(b) Taxicab companies.
8. One of the larger church denominations in the
United States now requires the annual state
ments of its parishes to be audited by a certified
public accountant. Bearing in mind that in the
majority of parishes the church treasurer is cus
todian of all the church funds, disburses them
practically at will and keeps the church books
himself, how would you proceed to audit his
annual report?
9. State in detail how you would proceed to audit the
accounts of a bank.
10. In what circumstances should paid cheques be
treated as vouchers ? Are cheques always proper
and sufficient vouchers for purchases? Give
reasons.
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Accounting T heory and Practice — Part I
NOVEMBER 15, 1921, 1 P. M. TO 6 P. M.
Answer any two of the first three problems:
1. At December 31, 1919, after closing the books, a
balance-sheet of the A Company was submitted
to a meeting of the board of directors. The
statement showed an authorized capitalization
of $100,000.00, divided into 1,000 shares, of
which 800 had been issued at par value, and a
surplus account of $23,000.00. The directors
declared a 7 per cent. dividend, payable February
1st to stockholders of record January 15th.
Immediately following the meeting on December
31st, the B Company purchased for cash 90 per
cent. of the outstanding stock of the A Company
at 130, and the stock was registered in the name
of the B Company on the A Company’s books.
The dividend was paid by Company A on Febru
ary 1st.
On June 30, 1920, the A Company closed its books
and found that it had made a profit of $12,000.00
for the half year.
On July 1, 1920, the directors of the A Company
authorized the sale of the unissued stock at 120,
to be subscribed and paid for by the stockholders
at that date in amounts proportionate to their
present holdings. All of the stock was accord
ingly issued and paid for at that date.
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A dividend of 4 per cent. was declared on July
3, 1920, and paid on July 15th. The dividend
was applicable to the entire stock issue.
The books of Company A were closed at Decem
ber 31, 1920, and the profits for the half year
were found to be $13,500.00.
The B Company took up its proportion of the
subsidiary’s earnings on June 30th and Decem
ber 31st, respectively, before closing its own
books. Dividends declared after the acquisition
of the stock were treated as a reduction of the
investment account.
(a) You are asked to prepare journal entries for
these transactions as they would appear on the
books of Company B.
Consolidated balance-sheets were prepared on:
December 31, 1919, immediately following the
first stock purchase;
July 1, 1920, immediately following the second
stock purchase;
December 31, 1920.
(b) State as to each consolidated balance-sheet:
(1) The amount of goodwill appearing therein,
assuming that the books of Company A showed
a goodwill account of $10,000.00 at each date,
and that there was no goodwill account on Com
pany B’s books.
(2) The minority interest.
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(3) The consolidated surplus, assuming that Com
pany B’s books showed surplus of
$46,000.00 at December 31, 1919.
57,000.00 at July 1, 1920.
68,000.00 at December 31, 1920.
2. The M Company of New York started in busi
ness on January 1, 1920, manufacturing a pat
ented article. It entered into a contract with
the S Company of Chicago. This contract con
tained the following provisions:
(a) The S Company shall have the exclusive right
to sell the M Company’s product.
(b) All goods manufactured by the M Company
during the month shall be shipped to the S Com
pany on or before the last day of the month.
(c) All goods shall be shipped on consignment
and be billed to the S Company at 120 per cent.
of the estimated cost of manufacture.
(d) Cost of manufacture shall include all ma
terial, labor and manufacturing expenses, to
which shall be added 6 per cent. interest on the
M Company’s investment in plant assets used in
manufacturing.
(e) The S Company shall remit as an advance
60 per cent. of the billed price of the goods on
receipt thereof. The remainder of the billed
price shall be remitted as soon as the goods are
sold. The S Company may sell at any price it
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chooses, above the billed price, the excess being
the profit of the S Company.
(f) Records shall be kept on the M Company’s
books as follows:
Consignments shall be charged to “ S Com
pany, consignee,” and credited to “Consign
ments outward ” at billed prices (i.e., esti
mated cost including interest, plus 20 per
cent.).
Advances shall be credited to “ S Company,
advances.”
Sales reported by the S Company shall be
recorded as follows:
Debit “ S Company ” and credit “ Sales ”
at billed prices;
Transfer from “ S Company, advances ”
to “ S Company ” the advances applic
able to goods sold;
Credit “ S Company ” with remittances in
final settlement.
(g) At the end of the year, the M Company shall
ascertain the true manufacturing cost to which
has been added 6 per cent. interest on plant
assets, as well as 20 per cent. of the total so
obtained to determine the adjusted bill prices,
and shall make the following adjustments:
Raise or lower the balances of the “ S Com
pany, consignee ” and the “Consignments
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outward ” accounts to the adjusted billed
price of goods unsold.
Adjust the “Advances ” account so that its
balance shall be 60 per cent. of the adjusted
billed price of goods received by the S Com
pany and still unsold, offsetting entry to be
made in the “ S Company ” account.
Adjust the sales account and the “ S Com
pany ” account for any discrepancy between
the estimated and adjusted billed prices of
goods sold.
Any balance in the “ S Company ” account, after
making these adjustments, shall be due immedi
ately by or to the M Company.
At December 31, 1920, the M Company’s trial
balance included the following balances:
Manufacturing account (after
closing thereto all manufac
turing accounts as well as
interest on plant a ssets)........
Interest on plant assets................
S Company, consignee................
Consignments outward (total for
the year) ....................................
S' Company advances (advances
received less those applied in
settlement for sa le s)..............
S Company (account balances
and is closed)
Sales ................................................
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$180,000
$3,000
240,000
240,000

18,000

170,000

ACCOUNTING THEORY AND PRACTICE
The M Company has shipped all goods manufac
tured.
The S Company has paid all advances on goods
received and made settlement at estimated billed
prices for all goods sold.
Make the adjusting entries required in (g)
above.
State the gross profit of the M Company on
sales made by the S Company.
Determine the inventory of unsold goods at
true manufacturing cost.
Actuarial (Optional)
3. The federal estate tax imposes “ a tax equal to
the sum of the following percentages of the value
of the net estate:
“ 1 per centum of the amount of the net estate
not in excess of $50,000;
“ 2 per centum of the amount by which the
net estate exceeds $50,000 and does not
exceed $150,000;
“ 3 per centum of the amount by which the
net estate exceeds $150,000 and does not
exceed $250,000.”
The rates are further graduated up to 25 per cent.
The net estate is computed by determining the
gross estate and making deductions for liabilities,
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funeral and administration expenses and an ex
emption for $50,000.
The regulations provide that when the decedent
was entitled to receive an annuity of a definite
amount during a specified number of years and
the right constitutes an asset of his estate, the
present worth of the annuity at the time of the
decedent’s death must be computed on a four per
cent. basis and be included in the gross estate.
The regulations further provide that when the
decedent possessed a remainder interest in prop
erty subject to an estate for a term of years,
and such interest constituted an asset of his
estate, the present worth of the remainder in
terest at the time of his death must be com
puted on a four per cent. basis and be included
in the gross estate.
George Smith died on January 1, 1921.
estate consisted o f :

His

Sundry real and personal property valued
at $215,000.00;
An annuity of $10,000 per annum, payable
at December 31st for a period of twenty
years, the tenth payment of which was
received on December 31, 1920;
A remainder interest in a fund of $40,000,
subject to an estate for fifteen years.
This estate will terminate on December
31, 1930.
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Liabilities and expenses totaled $35,000.
Present value at 4 per cent. of one dollar due 10
years hence = .675564.
Compute the estate tax.
Answer all the following questions:
4. It has been recently urged that if the replacement
cost of fixed assets is greatly in excess of their
cost, depreciation should be computed on replace
ment values, so that the reserve for depreciation
will be equal to the replacement value when the
time arrives for abandoning the old property and
acquiring new. It is contended that if this pro
cedure is followed the company will have suf
ficient cash to make replacements without im
pairing the capital. State your opinion in regard
to this matter.
5. A corporation has an issue of $100,000 of cumu
lative preferred stock bearing 6 per cent, divi
dends. No dividends have been paid for two
years. How would you disclose the facts in a
balance-sheet dated December 31, 1920, if
(a) A dividend of $12,000 on the preferred stock
was declared on December 27th, payable Janu
ary 15th, and there is a remaining surplus of
$5,000?
(b) No dividends have been declared and there is
a surplus of $17,000?
(c) No dividends have been declared and there
is a surplus of $4,000?
197

EXAMINATION QUESTIONS—NOVEMBER, 1921
(d) No dividends have been declared and there
is a deficit of $7,000?
6. At December 31, 1920, a company prices its in
ventory at the market value at that date, which
was considerably less than cost. At a meeting
of the board of directors, held prior to closing
the books for 1920, the probability of a further
market decline in 1921 was discussed, and it was
decided that some provision should be made for
this contingency. State whether you think such
a provision is necessary or n o t; how you would
make such provision; and what the effect would
be on the profits for 1920.

198

Commercial Law
NOVEM BER 16, 1921, 9 A. M. TO 12.30 P. M.
Give reasons for all answers.
Negotiable Instruments
, Answer three o f the following four questions:
1. A made the following promissory note to B:
“ January 31, 1909. I, A, hereby acknowledge my
indebtedness to B for services rendered by him for
which I promise to pay to B the sum o f ten thousand
dollars; and i n the event o f my death I direct the
payment o f this sum out o f the funds o f my
estate. (Signed) A .”

In 1911, before A’s death, B made demand for
payment, payment was refused and suit brought.
Could B recover?
2. G, holding himself out as the representative of
one Lieut. X, head of a navy tuberculosis camp,
obtained from A a cheque for $100.00 to the
order of Lieut. X as a contribution to the camp
fund. G endorsed the cheque with the name
“ Lieut. X ” and obtained the cash thereon from
B. A later ascertained that there was no such
person as Lieut. X and that there was no such
camp fund as was alleged by G. A therefore
directed his bank to refuse payment of the
cheque when presented. This direction the bank
carried out. B thereupon brought action on the
cheque to recover from A. Could he succeed?
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3. W hat is the effect when a holder of a cheque pro
cures its certification by the bank on which it is
drawn ?
4. A opened an account with the X Trust Company
in November, 1919, by a deposit of $75,000. On
December 29, 1919, the bank paid out of the
account $5,000 on a cheque on which A ’s signa
ture had been forged. On January 2, 1920, A
receipted for a statement of the account by the
bank and for 18 vouchers or canceled cheques
attached thereto, one of which was the forged
cheque. As A customarily delegated to his secre
tary the work of examining statements and keep
ing the cheque-book, the forgery was not imme
diately discovered. In March, 1921, the forgery
was discovered by A through the report of the
bank of an overdraft of the account. The bank
refused to make good on the forged cheque and
A sued. Did the bank have any defense?
Contracts
Answer two o f the following three questions:
5. Under the uniform sales law what remedies may
the buyer invoke, at his election, for breach of
warranty ?
6. When is a contract said to be entire?
separable ?

When

7. On August 11, 1921, C. N. Russell bargained with
John McCarty for the purchase of 400 bushels
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of corn, being part of about 4,000 bushels then
owned by McCarty and stored in a certain grain
elevator. The price was agreed upon, paid by
Russell to McCarty and receipt therefor given.
In addition McCarty gave Russell an order di
rected to the elevator company directing it to
deliver 400 bushels of corn to Russell. Russell
gave the order to his agent with directions to
deliver it to the captain of a certain steamship
expected to arrive the next day to take the 400
bushels of corn on board. The next morning
before the arrival of the steamship and the pres
entation of the order to the elevator company,
the elevator and contents were destroyed by fire.
Russell afterwards brought suit to recover the
purchase price from McCarty. W hat would be
your decision on such suit?
Partnership
Answer one o f the following two questions:
8. In May, 1921, the firm of Baxter, Brady & Childs
made a promissory note to A. W. Voorhis.
Childs, a member of the firm, died in July, 1921,
and in September, 1921, the note being due and
unpaid, Voorhis brought action against Baxter,
Brady and the executor of the deceased partner
Childs. Did the executor have any defense to
the action?
9. In January, 1918, A, B, and C entered into a part
nership agreement for the purpose of bringing
about the sale on a commission basis of a large
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manufacturing plant, each of the three to share
equally in any commissions earned and no time
limit being expressed in the agreement. A hav
ing the closest personal relations with the owners
of the plant, entered into negotiations which
continued with incidental assistance from B and
C through 1918, 1919 and part of 1920. Due
to differences of opinion among the owners of
the plant the negotiations were not successful,
and in March, 1920, the owners wrote to A that
they had decided not to entertain a proposition
for sale at that time. B and C, upon considering
this letter, wrote A that, as they deemed the
negotiations closed, the agreement of January,
1918, between the three must be considered ter
minated. A then wrote to B and C stating that
before terminating the agreement he desired a
further conference between the three. To this
letter neither B nor C replied. In August, 1920,
B and C started negotiations, brought about a
sale of the plant and received as commissions
the sum of $60,000. A thereupon sued B and
C under the agreement of January, 1918, for a
partnership accounting and for one-third of the
commissions earned. Could A recover?
Corporations
Answer both the following questions:
10. You render services connected with the reorganiza
tion of a corporation. These services are fairly
and reasonably worth $5,000, and you render a
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bill to th e reorganized co rp o ratio n fo r th a t
am ount. A t the request o f the directors, you
accept instead o f cash 100 shares o f th e stock of
th e co rporation, th e sh ares being o f th e p a r value
o f $100 each. ( a ) Is the issuance of the stock
by th e corp o ratio n p ro p e r? (b ) D o you incur
any liability by y o u r acceptance?
11. A resolution o f th e X C o rp o ratio n provided th a t
all cheques should be signed by th e tre a su re r and
countersigned by th e p resid en t o r a director.
T h e tre a su re r by a series o f ingenious excuses
obtained th e co u n tersig n atu re by certain o f the
d irecto rs of various cheques payable to “ cash ”
o r to “ b e a re r.” T h ese cheques he m isappropri
ated and tu rn e d to his ow n p ersonal use. T he
co rp o ratio n u p o n discovery of th e m isap p ro p ria
tion dem anded th a t the directors involved m ake
good the am ounts lost. Could th e d irectors be
com pelled to com ply w ith th e dem and?

Bankruptcy
Answer the following question:
12. ( a ) W h a t is m eant by the te rm “ v o lu n tary bank

rupt ” ?
(b ) W h o m ay become a v o lu n tary b an k ru p t?

Federal Income Tax
Answer the following question:
13. W h a t is m eant by the term “ personal service cor
p o ra tio n ” an d how are th e earnings of such
corporations ta x e d ?
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Answer all the following questions:

1. Companies A, B and C were all organized during
the year 1918, A and B being engaged in manu
facturing, while C acted as selling agent’ for B
at a distant point. The capital stock of C is
owned entirely by B, having been acquired at
the organization of C and paid for in cash at
par. The capital stock of A and B is owned
entirely by John Doe, Richard Roe and Mary
Roe in equal proportions (one-third in each com
pany). No dividends were paid by either of the
three companies during 1920. It may be assumed
that the miscellaneous investments shown on the
balance-sheet of the one company and the gross
assets of all three corporations remained the
same during the year 1920.
Below are shown the balance-sheets of the three
companies as at December 31, 1919:
B A L A N C E -SH E E T —COM PANY A —DECEM BER 31, 1919
A ssets

L iabilities

Capital assets:
Real e s t a t e ,
buildings and
m a c h in e r y
( l e s s reserve
f o r deprecia
tion) ................ $100,000.00

Capital s t o c k ........$150,000.00
Current liabilities:
Notes and ac
counts payable 50,000.00
Surplus .................. 30,000.00
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A ssets

L iabilities

Current assets:
Inventory o f raw
and
finished
m a teria ls........ $50,000.00
Accounts receiv
able ................ 15,000.00
Cash .................... 10,000.00
Liberty
bonds
(fourth 4¼ s ) . 50,000.00
Deferred charges:
Prepaid
insur
ance and taxes
5,000.00
$230,000.00

$230,000.00

B A L A N C E -SH E E T —COM PANY B—DECEM BER 31, 1919
L iabilities

Capital stock ....$250,000.00
Current liabilities:
Notes payable . 50,000.00
Accounts payable 10,000.00
Surplus

Current assets:
Inventory o f raw
and
finished
m aterials........
Accounts receiv
able ..................

Cash.................

.

A ssets

Capital assets:
Real e s t a t e ,
buildings and
m a c h in e r y
( l e s s reserve
f o r deprecia
tion) .............. $200,000.00

75,000.00
15,000.00

5,000.00
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A ssets

L iabilities

Investments:
In Company C
(at cost) . . . . $25,000.00
M is c e lla n e o u s
stocks (domes
tic) .................. 50,000.00
Deferred charges:
Prepaid
insur
ance and taxes
5,000.00
$375,000.00

$375,000.00

B A L A N C E -SH E E T —C O M PANY C—DECEM BER 31, 1919
A ssets

L iabilities

Current assets:
Inventory .......... $35,000.00
Cash ....................
9,500.00
Deferred charges:
Prepaid taxes . .
500.00

Capital stock ___ $25,000.00
Current liabilities:
Accounts payable
(to Company
B ) .................. 10,000.00
Miscellaneous . .
5,000.00
Surplus ..................
5,000.00

$45,000.00

$45,000.00

The net income for the year 1920, carried to sur
plus (per books), was as follows:
Company A ................ $20,000.00
“
B ................ 25,000.00
“
C ................
5,000.00
$50,000.00
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The following items appear in the respective
profit-and-loss accounts for the year 1920:
Company A Company B Company C
Income and profits taxes paid
for 1 9 1 9 ................................$1,500.00
Interest accrued on Liberty
b o n d s..................................... 2,125.00
Interest paid on indebtedness
incurred to carry Liberty
bonds .................................... 3,000.00
Capital additions charged to
profit and lo ss...................... 1,000.00
Dividends received from mis
cellaneous investments . . .

$2,000.00

750.00
3,000.00

Prepare balance-sheet as at December 31, 1919,
for tax purposes, and also statements showing
(1) the determination of the net taxable income
of the group, (2) calculation of invested capi
tal and (3) calculation of income and profits
taxes payable by the group for the year 1920.
2. “A” (a silk mill in New Jersey), “ B ” (sales
man representing “C”) and “C” (commercial
bankers in New York) entered into an agree
ment to manufacture and sell a number of pieces
of special quality silk, each to share one-third
of the profit of the “ venture.”
“C” was to furnish the raw material, pay the
dyeing and finishing bills and (having control
of the sales) to deduct from the accounts of
sales certain percentages for discount and com
mission and charge interest on advances. “A ”
207

E X A M IN A T IO N Q U E ST IO N S—NO V EM BER, 1921

was to weave the materials and charge the woven
goods at cost. The difference between the value
of the raw material and the woven goods
(manipulation) was also to be paid by “C.” All
woven goods were to be transferred immediately
upon completion to “C” (New York). There
was no work in process at end of year.
It was desired to know the result of the “ ven
ture ” as at June 30, 1921, the record of trans
actions relative thereto at that date being as
follows:
Raw silk purchased by “C* and sent to mill ( “A ”) $51,814.65
Weaving (manipulation) ................................................ 14,201.28
(o f which $12,811.31 has been paid by “C” to “A ”)
Dyeing and finishing bills paid by “C” ........................
6,245.58
Shipments o f finished goods from mill “A ” to New
York ( “C”) .................................................................... 59,447.82
Sales (g ro ss), finished product, by N ew York ( “C”) 58,659.24
Interest on advances charged by “C”..........................
1,338.16
Discounts on sales charged by “C” ............................
3,500.39
Commission and guarantee charged by “C”..............
4,122.52
Amount paid by “C” to “A ” on account of antici
pated profit .................... ........................................... ..
1,900.00
Value o f raw material, etc., at mill—June 30, 1921..
Value o f finished goods in New York—June 30, 1921

$9,476.99
24,746.59

From the foregoing, prepare manufacturing ac
count, trading and profit-and-loss accounts and
the accounts of “A,” “ B ” and “C,” respectively.
3. The M. & N. Piano Company, manufacturing
various styles of pianos but keeping no estab
lished cost records, desires to know the basic
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unit cost of the instruments manufactured dur
ing the year.
The company furnishes the following data, which
are verified from sundry bills and other records:
Style

Number
manufactured

A ............................ .
B ....................................
C ..................................
D ..................................
E ....................................
F ...................................
G ..................................
H ..................................
J ....................................
K ...................................
L ...................................
M ..................................
S ...................................
X (player) ................

166
212
267
177
148
56
92
30
242
93
94
96
73
786

Additional cost
per instrument
$ .00
.15
.45
.80
.85
.90
5.68
120
2.04
2.44
4.39
5.51
17.66
84.31

2,532

The total cost of production for the year, as shown
by the manufacturing account, was $270,344.85.
The basic unit cost for the year preceding was
$82.29437, for the current year it is expected
to be considerably less.
(a) Prepare the statements required, explaining
in addition how you would determine the total
cost of each style, and submit your conclusions
in a formal report to the company.
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(b ) H ow w ould you value finished units, say, fo r
illustration, style G, in the inventory fo r bal
ance-sheet purposes a t th e end of the y e a r?
4. W h a t are th e m ain purposes and advantages of
m odern cost accounting?
5. T h e federal governm ent p erm its a real-estate com 
pany receiving th e proceeds of the sale of its
land in instalm ents to rep o rt its incom e on the
basis o f instalm ents received and to take credit
fo r th a t p ro p o rtio n o f the cost of sales w hich
th e instalm ents paid bear to th e total selling
price.
W h a t m ethod w ould you suggest fo r recording
the u n rep o rted income and cost?
6. A co rporation has a num ber of investm ents in
stocks and bonds w hich are listed and have a
definite m ark et price fro m day to day. It c a r
ries them at th e ir cost prices in the ledger and
wishes to re ta in these cost prices and, at the
sam e tim e, to have them show n in th e m onthly
balance-sheet a t the m ark et prices.
S tate a convenient m ethod of doing th is w ithout
changing the cost values in th e ledger.
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Auditing
MAY 18, 1922, 9 A. M. TO 12.30 P. M.
Answer all questions.
1. (10 points):
In listing the balances from creditors’ ledger (as
sumed to be in agreement with controlling ac
count) you find several debit balances. State
three causes which may account for these. How
would you treat cases arising from each cause?
2. (15 points):
(a) Give particulars of the nature of the exam
ination you would make of inventories sub
mitted to you as representing merchandise and
the operating supplies on hand at the date of
the balance-sheet of a retail grocery business
operating a chain of stores.
(b) The company’s sales are on a “ cash” basis.
The balance-sheet shows that the only assets are
inventories and cash, the inventories represent
ing 90 per cent. of the total assets. Would that
condition suggest to you the need for any special
consideration as to the extent of the auditor’s
examination of the inventories ?
3. (10 points) :
State in detail how you would audit and verify
the notes receivable of a large trading corpora
tion with several affiliated concerns, giving due
211

E X A M IN A T IO N Q U E ST IO N S— MAY, 1922

attention to collateral, notes discounted, mak
ers, etc.
4. (10 points) :
The T. N. T. Corporation is organized October
1, 1921, to exploit a new and untried patent.
On that date it issues its entire capital stock of
no par value, 100 shares for cash at $100 a
share, and 900 shares for the patent, the latter
being expressly stated in the authorizing reso
lution as “ having no cash value.” Its fiscal
year is fixed as beginning January 1st, and on
December 31, 1921, the treasurer makes up the
corporation’s first income-tax return based on
the following.
B alance - sheet

C a s h ................ ...........
Patent ........................
Plant and equipment
Expenses to date-----

$1,000
90,000
7,000
2,000

Capital stock (1,000
shs.) ........................$100,000

$100,000

$100,000

Across the face of schedule A of the income-tax
return the treasurer w rites: “ No business done
as yet so there is no net income to report.” In
schedule B he writes,
" Cash paid in ........................................................................ $10,000
" Patent (25% o f stock issued, said stock valued at
same amount as that sold for cash on same date) 22,500
“ Total invested capital.................................................. $32,500”
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He submits this return and balance-sheet to you
for your criticisms. W hat are they? Give rea
sons.
5. (8 points) :
To what extent is it an auditor’s duty to concern
himself with the validity of transactions coming
under his notice?
6. (10 points) :
In making up an income-tax return for a client an
auditor makes a serious clerical error in calcu
lations. The client files the return as made and
pays the tax. Two years later the Treasury
Department calls attention to the error, and it
appears that the client has paid a larger tax than
he should have paid. W hat is the duty of the
auditor in the case?
7. (10 points) :
A corporation has insured the life of its president
for its own benefit and is carrying the amount
of premiums paid on its balance-sheet. W hat
position should an auditor take in regard to these
premiums ?
8. (7 points) :
Explain the points of difference in procedure in
a detailed audit of earnings and expenses and
in a balance-sheet audit.
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9. (1 0 p o in ts) :
“ N e t income ” o f individuals is defined in the
incom e-tax law of 1921 as “ the gross income as
defined in section 213 less th e deductions allow ed
by section 214.” N am e (in b rief titles ignoring
provisos and exceptions) six item s of allow able
deductions. W h a t are some unallow able ex
penses ?
10. (1 0 p o in ts) :
T h e tow n o f X erects a school building fro m the
proceeds o f bonds issued fo r th e purpose. T he
building is estim ated to last tw en ty years. T he
bonds also m atu re in tw en ty years, and contain a
sinking-fund clause to pro v id e th e fu n d s fo r th eir
paym ent a t m atu rity . T h e school b o ard m akes
no provision fo r depreciation on th e building in
th e an n u al ta x rate, and a co n tro v ersy arises in
th e tow n as to w hether o r not such provision
should be made. D iscuss briefly both sides of
this question.
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The candidate must answer the first four questions
and one other question.
1. (30 p o in ts) :
A , B, C an d D have been in p artn ersh ip fo r three
years, b ut, a m isu n d erstan d in g having arisen,
negotiations are in pro g ress w ith intent to in
duce D to w ithdraw . T h e articles of p a rtn e r
ship provide th a t th e p a rtn e rs shall not be
allow ed any salaries b u t shall be perm itted to
m ake cash draw ings of $175.00 m onthly. T hese
am ounts w ere d raw n th e first year. T hen, by
m utual consent, the draw ings w ere increased the
second y e a r to $200.00 each and th e th ird year
to $225.00 each.
Y ou are called upon to determ ine the am ount to
w hich D will be entitled if he decides to w ith 
draw ; and, in y o u r ex am ination of th e books,
you find the follow ing facts w hich have not
previously been b ro u g h t to th e attention of the
partners.
T h e bookkeeper has charged the draw ings to
profit-and-loss, has n o t provided reserves fo r de
preciation o r bad d e b ts ; and it is now agreed
th a t p ro p e r a d ju s tm e n t sh all b e m ad e of th e se
p articu lar items.
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An analysis discloses the following facts with re
gard to bad debt losses:
First
year

Second Third
year year

Total
Losses charged off as ascer
tained .................................. $139.50 $378.60 $489.75 $1,007.85
Reserve which should be
set up at the present time ............................................
615.85
Losses which arose from
sales in various years. . . .
523.60 436.95 663.15 1,623.70

Annual depreciation is agreed upon at the rate of
5 per cent. of the cost of the buildings and at
the rate of 10 per cent. of the cost of the furni
ture and fixtures which have appeared on the
books with the following balances:
Furniture and
Buildings
fixtures
Beginning o f first y e a r..
$5,400.00 $950.00
Beginning o f second year
5,950.00 1,075.00
Beginning o f third y e a r ..
6,200.00 1,215.00

The profits as ascertained have been credited to
the partners’ capital accounts in the agreed profitand-loss ratios, and no other entries have been
made in these accounts.
The following is an abstract of the capitals:
Capitals, beginning of

A

B

C

D

first y e a r .................. $5,000.00 $8,000.00 $12,000.00 $15,000.00
Profits, first y e a r ....
486.00
972.00
1,458.00
1,944.00
Capitals, beginning o f
second year ............ $5,486.00 $8,972.00 $13,458.00 $16,944.00
Profits, second y ea r.. 685.20
1,142.00
1,827.20 2,055.60
216

A C C O U N T IN G T H E O R Y A N D P R A C T IC E
Capitals, beginning of
third year .............. $6,171.20 $10,114.00 $15,285.20 $18,999.60
Profits, third y e a r . . . .
822.25
1,391.50 2,087.25
2,024.00
Capitals, end o f third
th ird year .............. $6,993.45 $11,505.50 $17,372.45 $21,023.60

T h e p a rtn e rsh ip articles p rovide th a t in the event
o f the w ith d raw al of any p a rtn e r by m utual
consent a t the end o f any year, th e goodw ill of
the p a rtn e rsh ip shall be valued a t 1½ y e a rs’
purchase o f th e profits of th e last y ear in excess
of 6 p e r cen t. o f th e to tal capital a t the begin
ning of th a t year.
Show w h at am ount D will be entitled to receive
if he w ithdraw s.
2. (27 p o in ts) :
Y ou are called upon to p rep are an ad ju sted state
m ent of th e surplus of th e W a sh b u rn M an u fac
tu rin g C om pany a t D ecem ber 31, 1918, and of
the profits fo r 1919, 1920 and 1921.
T h e surplus account on the com pany’s books ap 
p ears as fo llo w s:
S urplus
Dividends, 1919...
“
1920...
“
1921...
Bal., Dec. 31, 1921.

$40,000.00
35,000.00
20,000.00
331,300.00

Bal., Dec. 31, 1918.$235,000.00
Profits, 1919........... 65,000.00
“
1920. ........ 78,300.00
“
1921, .......... 48,000.00

$426,300.00

$426,300.00
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T he com pany has not provided fo r accruals and
d eferred items in closing its books and has
ignored the follow ing item s at the various dates
o f closing:

December 31, 1918..
“
31, 1919..
“
31, 1920..
“
3 1 , 1921..

D eferred D eferred Accrued
expenses
charges
income
$5,200.00
$2,125.00
2,640.00
3,135.00
6,120.00
3,100.00 $1,250.00
1,950.00
700.00
4,200.00

Accrued
income
$475.00
290.00

In closing th e books the inventories w ere priced
at cost o r m arket, w hichever w as low er, and, in
addition, reserves fo r possible fu tu re declines in
m ark et value w ere set up as fo llo w s:
A t December 31, 1919..........................
“
“
31, 1920.........................
“
“
31, 1921............. . . . ......

$8,000.00
12,600.00
9,250.00

E ach reserve was set up by a charge to profit-andloss and rem ained on the books until the next
closing, w hen it w as credited to th e account w ith
the opening inventory. T h e reserve set up at
the end of 1921 is still on the books.
Consigned goods have been included in th e inven
tories a t billed price. T h e com pany has billed
all goods sent to consignees a t 130 p er cent, of
cost. T he follow ing consigned goods inventories
have been in c lu d e d :
At
“
“

December 31, 1919.......................... $15,600.00
“
31, 1920....................
10,400.00
“
31, 1921.......................... 18,200.00
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Prepare a corrected statem ent of the surplus ac
count from December 31, 1918, to December 31,
1921.
3. (10 p o in ts ):
A corporation issued $100,000.00 of 6 per cent.
preferred stock on January 1, 1921, with a sink
ing-fund provision requiring that there shall be
redeemed each year out of profits an amount
of stock equal to 20 per cent. of the profits of
the preceding year. The company is not to pay
more than 105 for the stock, and any money in
the fund which cannot be used to acquire stock
at 105 or less is to remain in the fund until p u r
chases can be made.
During 1921 the company made a profit of $29,
000.00, and in January, 1922, it created the fund
in accordance with the provisions of the stock
issue. During February it purchased and retired
56 shares of preferred stock at 103.
Give entries for the establishment of the fund and
the purchase and retirem ent of the stock.
Explain the difference between the operation of a
sinking fund for bonds and a sinking fund for
stock.
State whether you think it is obligatory for the
corporation to set up a sinking-fund reserve in
conjunction with a preferred stock sinking fund.
If you think that the reserve is not obligatory,
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state whether or not it is advisable, giving your
reasons.
If a reserve is created, state what entry is made
to establish the reserve and what disposition may
eventually be made of it.
4. (10 points) :
In consolidating the statements of a foreign branch
with the statements of the home office, it is neces
sary to make conversions from foreign to domes
tic currency. At what rates should the balances
of the following accounts be converted? Give
your reasons.
Fixed assets.
Inventories at the beginning of the period.
Current assets.
Current liabilities.
Nominal accounts.
5. (23 points) :
The A Company’s balance-sheet at December 31,
1921, contained the following accounts:
Capital stock authorized..............................................
Unissued stock ..............................................................
Treasury stock (50 shares—par 100) cost..............
S u r p lu s.............................................................................
Capital surplus (from appraiser’s revaluation of
fixed assets).................................................................
Premium on stock (issued at 1 10)..............................
Reserve for sinking fund............................................
Reserve for extension o f plant..................................
220

$200,000.00
30,000.00
7,500.00
20,000.00
4,500.00
17,000.00
35,320.00
20,000.00
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O n the sam e date the B Com pany bought 90 per
cent, of the outstan d in g stock a t 170 and ac
quired the treasu ry stock and the unissued stock
a t 150.
Com pute, fo r consolidated balance-sheet p u r
poses, th e goodw ill arising fro m the transactions.
( A c tu a r ia l)
6. (23 p o in ts) :
A m usic house sells pianos on the instalm ent plan,
receiving m onthly paym ents. Pianos cost $600.00
and are sold fo r $900.00. In te re st at 6 p e r cent.
a y e a r o r one-half p e r cent. a m onth is charged
on unpaid balances o f th e purchase price. I n 
come each y e a r is com puted by tak in g such a
pro p o rtio n of th e to tal p rofit as th e collections
on principal d u rin g the y e a r b ear to th e $900.00
selling price. In addition, income is credited
w ith interest collected an d accrued d u rin g the
year.
A piano is sold A u g u st 16, 1921. A n initial p a y 
m ent o f $50.00 is received and th e p u rc h a se r
agrees to p ay the balance in 30 equal m onthly
instalm ents, payable on th e 16th o f each m onth,
beginning Septem ber 16, 1921. T hese equal
m onthly paym ents are to be applied first to the
interest accrued d u rin g the m onth and second
to the principal. A s the in terest will decrease
each m onth, the paym ent on principal will in
crease.
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( a ) Com pute the m onthly paym ent to be made.
(T h e presen t value o f $1.00 due 30 periods hence
at one-half p er cen t. p e r period is $.8610297.)
(b ) S et u p a table w ith the follow ing c o lu m n s:
D ate

Total

Paym ents
In terest |

P rincipal

Balance of
P rincipal

E n te r the paym ents received in A ug u st, Septem 
ber, O ctober, N ovem ber and D ecem ber and show
the balance unpaid at D ecem ber 16, 1921.
(c ) S tate th e total credit to income d u rin g 1921,
including profit on sale an d interest.
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M A Y 19, 1922, 9 A . M . T O 12.30 P. M.

Give reasons for all answers.
Negotiable Instruments
Answer three of the following four questions:
1. (1 0 p o in ts)
T o w h at requirem ents m ust an instrum ent con
fo rm to ren d er it negotiable?
2. (1 0 p o in ts ) :
H o w is a person secondarily liable on a negotiable
in stru m en t discharged from liability?
3. (1 0 p o in ts) :
W h a t is the effect of a m aterial alteratio n of a
negotiable in stru m en t and w hat constitutes a m a
terial alteratio n ?
4. (10 p o in ts ):
R ow e, p rivate secretary fo r F o ster, b ro u g ht to
F o ste r a cheque fo r signature payable to cash.
T h e cheque was m ade o u t in figures fo r $50.00,
b u t no w ords w ere inserted in the space left for
w riting. R ow e raised the cheque to $500.00,
w hich F o ste r’s bank paid. W as the bank liable?

Contracts
Answer two of the following three questions:
5. (10 points):
Define ( a ) a bailm ent, (b ) a conditional sale.
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6. (10 points) :
A, in Chicago, sold certain goods to B in Boston.
The goods were shipped to B by express. After
shipment, and while the goods were in the pos
session of the express company, A ascertained
that B was insolvent and unable to pay for his
purchase. A notified the agent of the express
company at Boston, in whose custody the goods
were, to withhold delivery to B and to return
the goods to A. The goods were, however, de
livered to B upon his payment of the express
charges. A sued the express company for con
version. Could he recover?
7. (10 points) :
W hat is meant (a) by the words “ substantial per
form ance” as applied to contracts; (b) by the
term “ quantum meruit ” ?
Partnerships
Answer one of the following two questions:
8. (10 points) :
X acquired the interest of A in the copartnership
of A and B by purchase at a sale under execu
tion issued on a judgment against A individually.
Subsequently A and B gave a chattel mortgage
on firm property to Y, a firm creditor. W ere
X ’s rights in the property superior to Y ’s or vice
versa ?
9. (10 points) :
W hat is a limited partnership?
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Corporations
Answer both the following questions:
10. (10 p o in ts) :
A corp o ratio n is form ed in D elaw are w hich is em 
pow ered by its c h a rte r o r certificate o f incor
poration to do business in all states of the U n ited
S tates. Specify w h at steps in g eneral should be
taken by th e corporation b efore operating in
states o th er th a n D elaw are an d w hat w ould be
th e result, if any, of failu re to tak e such steps?
11. (10 points) :
Is th e re any distinction betw een the “ capital ” and
the “ capital stock ” of a corporation, and if so,
explain such distinction.

Bankruptcy
Answer the following question:
12. (1 0 points) :
W h a t is the difference betw een a receiver in bank
ruptcy and a tru stee in b an k ru p tcy ?

Federal Income Tax
Answer the following question:
13. (10 p o in ts) :
E xp lain the m eaning of depreciation and of de
pletion as used in the fed eral incom e-tax act.
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M AY 19, 1922, 1 P. M. TO 6 P. M,

T he candidate must answer the first four questions
and o n e other question.
1. (30 p o in ts) :
T h e K & L M otors Com pany, a d o se co rpora
tion, w hose records show assets am ounting to
$9,090, exclusive of goodw ill, and liabilities of
$3,330, is reorganized w ith an au thorized capital
stock of $500,000, $100,000 o f w hich is issued to
th e stockholders of th e old com pany in lieu of
th e ir p resen t holdings, the balance to be issued
as circum stances w a rra n t.
T h e com pany (reo rg an ized ) com m ences business
on the first day o f M arch, 1920, u n d er new m an
agem ent— tra n sfe rrin g th e balances noted above
— and begins to dispose of its capital stock a t a
sacrifice in o rd er to provide w orking capital.
T h e funds provided by this m eans are expended
quite freely in an attem p t to exploit th e busi
ness. A t the end of the p erio d of nine m onths
(N o v em b er 30, 1920), th e sales o f capital stock
having fallen off considerably, the com pany is
in difficulty.
T h e balances on the books a t this date are as
fo llo w s:
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Dr.
Machinery and fixtures..................................
Tools and supplies............................................
Demonstration equipment ..............................
Material and parts inventory,commencement
Patterns ..............................................................
Patents ................................................................
Office furniture and fixtures..........................
Cash in bank......................................................
Petty cash, executive office............................
Petty cash, factory............................................
N otes receivable ..............................................
Accounts receivable ........................................
Insurance premiums unexpired....................
N otes payable ..................................................
Accounts payable ............................................
Loans, bank ......................................................
Loans, personal ................................................
Royalties due and unpaid................................
Salaries due and unpaid..................................
Commissions due and unpaid........................
Capital stock authorized..................................
Capital stock unissued..................................
Discount on capital stock...................... ........
G o o d w ill.............................. ................................
Contract orders outstanding.................. .......

$23,500
9,587
4,784
15,467
564
500
265
500,000
319,660
35,364
94,240
8,792

Purchases:
Material and parts for tractors ..................
Material and parts for trailers ............ ..
Material and parts for 5th-wheel tractors.
Material and parts for rep a irs...... ..........
Material an d parts for power belt attach
ment ..............................................................
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$3,959
3,758
1,550
1,911
2,413
419
1,611
6,280
153
17
1,875
26,881
439

63,369
351
6,970
714
27
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S a les:
5th-wheel tractors ........................................
Farm tractors ..............................................
Power belt attachments.........................
Material and parts........................................
L a b o r ...............................................................
Incidentals ......................................................
Rent, fa c to r y ......................................................
Rent, executive office........................................
Salaries, executive office..................................
Salaries, factory office......................................
Management, factory ....................................
Foremen ..............................................................
Labor (w ages) ................................................
Power, light and heat......................................
Demonstration ..................................................
Maintenance, equipm ent..................................
Advertising ........................................................
Printing and stationery....................................
Freight and storage..........................................
Drafting ..............................................................
Telephone and telegrams................................
Traveling ...............
Commissions .....................................................
Insurance ...........................................................
Collections and exchanges.................
Shipping .............................................................
Interest ...............................................................
Royalties ............................................................
Discounts and allowances..............................
Professional services ....................................
Advances against commissions....................
Advances for traveling....................................
Incidentals, m an u factu rin g............................
Incidentals, sales department........................
Incidentals, office ............................................
Reorganization expenses ................................
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$1,745
974
3,430
1,511
4,500
1,419
10,183
376
811
316
10,746
2,045
4,209
82
592
2,245
7,842
234
44
268
238
750
544
600
685
1,526
1,800
714
385
1,760

Cr.
$1,125
64,350
17
4,377
1,027
180
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The inventories as at November 30, 1920, were:
Material and parts:
For farm tractors and m iscellan eou s....
5th-wheel tractors ....................................
Repairs ........................................................

$29,234
9,642
1,150
$40,026

The management, realizing that a heavy loss has
been sustained, conceives the idea of capitalizing
a large portion of its expenses in order to make
a more favorable statement to present to its bank
in an application for a loan, and the bookkeeper
is instructed to make the journal entry as fol
lows :
N ovember 30, 1920

“ Foundation ” account .................................... $35,399
To sundries:
Reorganization expenses ........................
Salaries, executive office..........................
Salaries, factory office..............................
Labor (w ages) ..........................................
Management, factory ..............................
Foremen ......................................................
Rent, executive office................................
Rent, factory ............................................
Power, light and heat................................
Maintenance, equipment ........................
Demonstration ............................................
Drafting ......................................................
Collections and exchanges......................
Incidentals, office ......................................
Incidentals, manufacturing ..................
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$1,760
1,697
1,304
7,419
3,500
1,049
641
1,345
300
273
623
76
14
261
1,619
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Incidentals, sales department.................
Advertising ................................................
Freight and storage..................................
Shipping ......................................................
Telephone and telegrams..........................
Printing and stationery............................
Discounts and allowances........................
Traveling ...................................
Commissions ..............................................

$40
6,300
3,112
31
376
1,522
409
1,030
698

“ Transferring the foregoing expense accounts re
spectively maintained to and including Septem
ber 30, 1920, to foundation account, said ex
penses being incurred in the establishment of
the Forma-Tractor, etc., on ‘ the market,' the
effectiveness thereof being apparent from Octo
ber 1, 1920, in the marked increase of sales as
shown by the books.”
An accountant is then asked to prepare balancesheet and operating account from the adjusted
trial balance and to certify thereto. He pre
pares the statements as requested but refuses a
certificate, giving his reasons, although the man
agement contends that it is justified in its request
and cites two instances in which requests under
similar conditions received favorable considera
tion. The accountant, however, presenting facts
in his report, takes occasion to refer to the in
crease of sales during the last two months as
probably the result of the expenditures in “ pion
eering.”
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Y ou are asked to p rep are the statem ents, balancesheet and o perating account, giving p a rtic u la r
attention to the p ro p er classification in each and
to com m ent briefly upon the attitu d e of the ac
cou n tan t and the contention of the m anagem ent.

N ote—Do not waste time in making unnecessary
transcripts of lists o f balances placed before you.
2. ( 27 p o in ts ) :
A. B. and m em bers o f his fam ily ow n all the capi
tal stock o f the A. B. M a n u fa c tu rin g Co. T hey
have entered into an agreem ent w ith C. D.
w hereby he is to fo rm a new corporation— the
C. D. Com pany, Inc.— w hich will acquire the
A. B. M a n u fa c tu rin g Co., ta k in g over its assets
and assum ing its liabilities. T h e A . B. M a n u 
factu rin g Co.’s balance-sheet appears as fo llo w s:
A ssets
Plant, less depreciation (book v a lu e )...................... $1,000,000.00
Cash ..................................................................................
50,000.00
Accounts receivable ....................................................
200,000.00
Inventories ......................................................................
600,000.00
Deferred charges (insurance, e tc .)...................... ...
5,000.00
$1,855,000.00

L iabilities
Capital stock, common....................................................$1,250,000.00
Notes payable ................................................................
200,000.00
Accounts payable and accruals..................................
250,000.00
Surplus ...................................................................
155,000.00
$1,855,000.00
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The terms of the agreement a re :
(1) For their present holdings and surplus of the
A. B. Manufacturing Co., A. B. and his family
shall receive common stock and 7 per cent. pre
ferred stock in equal amounts at par. The pres
ent holdings and surplus of the A. B. Manufac
turing Co. shall be determined by an examina
tion to be made by a certified public accountant,
after substituting for the book value of the plant
the appraised value of $1,375,000.
(2) A. B. and his family are also to receive shares
of common stock of $100 each par value for the
goodwill, which is to be considered as equivalent
to three times the average annual net profits of
the previous five years before charging interest
and taxes.
(3) C. D. is to subscribe for $500,000.00 of
twenty-year bonds of the new corporation to be
issued at 95 net to the corporation, the discount
to be capitalized and to be amortized over the life
of the bonds.
(4) The expenses of the organization of the new
corporation are to be borne by it and are to be
capitalized temporarily and written off during
the next three years.
The profits, as adjusted by the auditor, were:
First year .............................................
Second year ......................................
Third y e a r ..............................................
Fourth year .........................................
Fifth year .............................................
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$60,000.00
80,000.00
100,000.00
125,000.00
135,000.00
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and th e necessity w as reported fo r ( 1) a reserve
for bad and doubtful accounts of $12,000.00;
(2 ) a reduction in the am ount of inventories
o f $24,000.00 fo r obsolete stock, erro rs, etc., and
(3 ) an increase of $1,500.00 accounts payable
fo r expense invoices not recorded.
P rep are a statem ent in colum nar form show ing:
( a ) T h e balance-sheet of the A. B. M a n u fa c tu r
ing Co. as show n above w ithout ad justm ents,
(b ) T h e adjustm ents and financing in accordance
w ith the contractual arrangem ents, and
(c ) T h e balance-sheet of the C. D. Com pany,
Inc., a fte r giving effect to all adju stm en ts and
financing required u n d er the contractual a rra n g e 
ments.
3. (10 p o in ts) :
A n expression o f y o u r opinion is desired re g a rd 
ing the follow ing:
Is it legal o r sound business policy u n d er any con
ditions fo r a corporation to declare a dividend
out o f c u rre n t earnings while its capital is im 
paired ?
Is it ever justifiable to pay dividends w ith b or
row ed m oney ?
4. (10 p o in ts) :
W h a t is the significance of the item on the assets
side o f a balance-sheet usually described as “ p re 
paid or d e fe rre d charges ” and of th a t on the
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liabilities side as “ wages or other expenses
accrued ” ?
5. (23 points) :
The X Corporation, under contract, furnishes the
M Company part of its raw material. This con
tract at expiration will not be renewed. The M
Company, unable to purchase this particular m a
terial elsewhere, decides to buy an unused plant
and to equip it with the necessary machinery
with which to produce the required material.
To help finance this purchase and to acquire
enough raw m aterial for the new plant, the com
pany borrows from its bankers $25,000.00 prior
to December 31, 1919, and $175,000.00 during
1920. O f this amount $45,000.00 has been re
paid in 1920, leaving a balance of $155,000.00
due the bankers on December 31, 1920.
This loan has been in the form of short-term notes
which are renewed from time to time.
On December 31, 1920, the bankers suggest to the
M Company that, inasmuch as the loan was prin
cipally invested in the fixed assets of the com
pany, it should be converted into a m ortgage
bond issue.
The M Company, which is a close corporation,
feels that, while the loan did help finance the
plant purchase, it is now practically financing
their current operations and the company wishes
you to use the two accompanying balance-sheets
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and other inform ation derived therefrom to
form ulate a report which it may present to its
bankers in support of its views.
Prepare such statements as you think necessary
and d raft a letter explaining how such state
ments support the views of the M Company.
T he M Company
B alance- sheet —D ecember 31, 1919 and 1920
December 31,

A ssets
1919
$37,000.00
118,000.00
231,000.00
82,000.00
58,700.00
45,800.00
3,850.00

1920
$36,000.00
152,000.00
360,000.00
101,000.00
116,500.00
68,500.00
22,300.00

$576,350.00

$856,300.00

L iabilities
$1,800.00
Accounts payable .......... ..................
4,300.00
A ccrued federal tax es* †.. .................
25,000.00
N otes payable—b a n k s ... ..................
37,200.00
R eserve for depreciation,..................
400,000.00
Capi tal stock .................. ..................
108,050.00
Surplus† .......................... ..................

$26,000.00
26,800.00
155,000.00
42,510.00
400,000.00
205,990.00

$576,350.00

$856,300.00

Cash ................................................ . . .
Receivables .................................. . . .
Inventories ..................... ................ . .
M achinery and equipm ent..........
Buildings .......................................
Land ................................................
D eferred charges ..........................

* F ederal taxes were computed and charged against profits
before closing the books each year.
† N o dividends were paid in 1920.
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6. (23 p o in ts) :
A n au d it o f a, set o f accounts in o rd e r to deter
mine the tru e profits fo r the years 1920 and 1921
revealed the follow ing:
O n the books of the hom e office, the account
“ branch office account c u rren t ” show ed a debit
balance o f $12,250.00 a t D ecem ber 31, 1920,
w hich w as erroneously w ritten off to profit-andloss. A t D ecem ber 31, 1921, a credit balance of
$2,050.00 w as show n an d this also w as tra n s
fe rre d to profit-and-loss.
A n exam ination of th e branch office records dis
closed the keeping o f asset an d liability as well
as revenue and expense accounts, and a balancesheet, as a t D ecem ber 31, 1920, show ed a net
w o rth o f $17,700.00 credited to the hom e office.
A n o th er balance-sheet, as a t D ecem ber 31, 1921,
show ed a net w o rth o f $8,500.00.
B efore th e closing of revenue an d expense ac
counts fo r 1920, th e relative accounts on both
home office and branch books w ere in agree
m ent, except th a t a d ra ft of $1,500.00 draw n
and recorded by the branch in 1920 w as paid and
recorded by the hom e office in 1921.
T he results o f the closing o f the branch office
accounts had not been recorded on the home
office books.
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M ake required adju stm en ts and sta te :
( a ) W h a t effect said ad ju stm en ts w ould have on
the profit show ing fo r each of the years 1920 and
1921 on the home office books and
(b ) W h a t correction is necessitated in the am ount
of invested capital, D ecem ber 31, 1920.
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Examinations of Novem ber, 1922
Auditing
NOVEM BER 16, 1922, 9 A. M. TO 12.30 P. M.
Answer all questions.
1. (10 points) :
Define and state the scope of a
(a )
(b )
(c )
(d )

Balance-sheet audit,
Complete audit,
Continuous audit,
Special examination.

2. (10 points) :
Give, without figures, the form of profit-and-loss
statement for a mercantile corporation as sug
gested by the federal reserve board.
3. (10 p o in ts):
Give, without figures, the form of an income and
expense statement of a stock-broker showing
titles of accounts you would expect to find.
4. (10 points) :
Define and give examples of
(a )
(b )
(c )
(d )

Tangible assets,
Intangible assets,
Fixed assets,
Current assets.

5. (10 p o in ts):
In auditing the annual statement of the town of
X you find all the following items of receipts
stated under the general head of “ Revenues
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1.
2.
3.
4.
5.
6.

7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

T axes received.
Loan from the N ational Bank of X.
Dog licenses.
Municipal court fines.
Bequest from the estate of A to establish a town library.
Street assessments collected from owners of abutting
property.
P erm its for parades.
Sale of w orn-out equipment.
T ran sfer of balance from street opening to street cleaning
fund.
Deposit by B to cover cost of ex tra sew er connection.
Interest on bank deposits.
D onation from C tow ard street repairs.
A nnual paym ent under franchise by X Street Railway
Company.
Fees from tow n clerk turned in.
R ent o f city dock to steam -boat company.
A ssessments on members o f police force fo r pension fund.
Received from B balance o f cost of extra sewer connection
(see 10).
News stand privilege in tow n hall.
Proceeds of paving bonds sold at 110.
State g ran t fo r up-keep of portion of state highw ay in
cluded w ithin the town limits.

Re-state the above items to show the true revenue
of the town, with titles of proper accounts to be
credited, and indicate how the other items should
be shown or treated.
6. (10 points) :
State in detail the proper method of verifying
securities owned which are carried as quick
assets.
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7. (10 poin ts) :
In the a u d it of the books and accounts of the U . S.
C orporation fo r th e fiscal y e a r ending Ju n e 30,
1922, you find th a t the cashbook consists of a
loose-leaf record, typ ew ritten in duplicate. T h e
original sheets w hich com prise the tre a s u re r’s
records are given to you fo r purposes of the
audit. T h e duplicate paym ent sheets go to the
accounts payable departm ent, and the duplicate
receivable sheets to the accounts receivable de
p artm ent.
S ta te specifically how you w ould ascertain in your
verification of cash th a t these cash records w ere
real.
8. (1 0 p o in ts ) :
T h e A . B. L an d Co. buys a tra c t of land and m akes
im provem ents thereon (streets, side-w alks, w ater
and sew er connections, etc.) at a total cost of
$50,000, its entire capital. T o keep the pro p erty
restricted it does not sell its lots but disposes of
them all in its first y ear on ninety-nine y e a r
leases fo r flat sum s aggregating $100,000, and a
nom inal ren tal o f $10 a y e a r p e r lot to cover
w ater and other service. C u rren t expenses ju st
consum ed the nom inal rentals fo r the first year.
T h en the com pany declares a dividend to its stock
holders o f $90,000, and its balance-sheet at the
close o f the first year sh o w s:
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A ssets

L iabilities

Land and improv’m’ts $50,000
Cash .. ........................ 10,000

Capital stock.............. . $50,000
Surplus
. 10,000

$60,000

$60,000

Is this correct accounting procedure o r n o t?
reasons.

Give

9. (10 p o in ts) :
O n D ecem ber 31, 1921, M r. A was living w ith
his w ife and tw o children u n d e r 18; h is net in
come fo r 1921 w as $6,000. M r. B w as divorced
fro m his w ife in N ovem ber, 1921, b u t he still
m aintained his hom e and su pported his tw o chil
dren there, b o th u n d e r 18; his net income was
$2,800. M r. C w as living w ith his w ife and one
child at hom e, and h ad a n o th er child aw ay a t
a boarding-school, both children u n d er 18. H is
net income w as $3,000.
S tate the am ounts of cred its fo r personal an d de
pendent exem ption to w hich A , B, and C are
respectively entitled in th e ir incom e-tax returns.
10. (1 0 p o in ts) :
A p u rchased p ro p e rty in 1910 a t a cost o f $10,000.
Its fa ir m ark et value on M arch 31, 1913, was
$3,000. H e sold it in 1921 fo r $5,000.
W h a t am ount, if any, o f gain o r loss should A
re tu rn fo r income ta x ? Give reason.
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The candidate must answer the first three questions
and two other questions.
1. (23 poin ts) :
Follow ing is the balance-sheet of the O lym pic
M an u factu rin g Com pany at A ugust 31, 1922:
A ssets
F ix e d A s s e ts :

Land and buildings:
Land ............................................ $8,000.00 ..................................
Buildings ................. $30,000.00
Less reserve for de
preciation ............... 6,000.00 24,000.00 ...................................
------------ ------------$32,000.00
Plant and equipment...................................... 24,500.00
Goodwill .......................................................... 10,000.00 ..............
------------$66,500.00
P e r m a n e n t I n v e s tm e n ts :

Stock o f the Oak Knoll
Co. (80% ).............. ................................... $45,000.00
Advances to Oak Knoll
Co. (unsecured)..........................................

.................

15,000.00 ..............
------------$60,000.00

C u rre n t A ss e ts :

Inventories:
Finished goods...............................$12,000.00
Goods in process........................
7,500.00
Raw material................................
5,000.00
------------$24,500.00
N otes receivable................................................
6,000.00
Accrued interest on
notes receivable..........................................
90.00
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Accounts receivable.
Less reserve for bad
debts ........................

$28,400.00

..................................

250.00 ..................................
------------$28,150.00
..............
625.00 ..............
------------$59,365.00

Cash ............................

Deferred Charges:
Manufact’ng supplies
Prepaid advertising..

..............
..............

$165.00
300.00
------------

..............
..............
465.00

$186,330.00

L iabilities

Fixed Liabilities:
Mortgage on land and
buildings .......................................................................... $15,000.00

Current Liabilities:
Notes payable..............................
Accounts payable........................
Accrued w ages............................
Accrued ta x e s ............................
Accrued interest on
mortgage .................................
Accrued interest on
notes payable............................

.............. $40,000.00
.............. 35,000.00
..............
700.00
..............
140.00

..............
..............
..............
..............

..............

..............

..............

150.00

250.00 ..............
------------$76,240.00

Capital:
Capital stock................................
Surplus ........................................
Reserve for working
capital ......................................

.............. $50,000.00
.............. 35,090.00
..............

..............
..............

10,000.00 ..............
------------$95,090.00
$186,330.00
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T h e O ak K noll Com pany has gone into the hands
o f a receiver w ith prospects o f paying its cred
itors a t the ra te o f th irty cents on th e dollar.
T h e O lym pic M a n u fa c tu rin g Com pany is thereby
em barrassed financially, and its creditors call fo r
a statem en t o f affairs and a deficiency account,
w hich you are asked to p repare.
A dditional I nformation

as to

A sset V alues, E tc.
Estimated
Value
$10,000.00
17,500.00
15,000.00
9,000.00
3,000.00
4,500.00

Land ..................................................................
B u ild in g s...................................... ....................
Plant and equipment....................................
Finished good s................................................
Goods in process............................................
Raw material..................................................

N otes receivable and interest—all good
Accounts receivable
Good .............................................................. $13,000.00 13,000.00
8,000.00 5,000.00
Doubtful ......................................................
7,400.00
Bad ................................................................
$28,400.00
Cash ..................................................................
Deferred charges—no value.

625.00

T h e notes-payable account represents fo u r notes,
as fo llo w s:
N ote fo r $3,000.00 w ith accrued in terest of $50.00
secured by notes receivable of $4,000.00 on w hich
$40.00 in terest has accrued.
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N ote fo r $25,000.00 w ith accrued in terest of
$200.00 T he holder of this note also holds the
O ak K noll stock as collateral.
N ote fo r $8,000.00 secured by notes receivable of
$1,000.00 on w hich $30.00 in terest has accrued,
and by w arehouse receipts fo r raw m aterial h a v 
ing a book value of $4,000.00 and an estim ated
realizable value o f $3,800.00.
N ote fo r $4,000.00 unsecured.
2. (16 p o in ts) :
Follow ing are the balance-sheets of th e A lham bra
T ra d in g Com pany at stated d a te s :
A ssets

L a n d ..............................................................
Building ......................................................
Delivery equipment....................................
Store fixtures..............................................
Merchandise inventory..............................
Accounts receivable..................................
Notes receivable..........................................
Cash ..............................................................

Dec. 31
1920
$3,000.00
6,000.00
900.00
1,200.00
7,500.00
3,200.00
800.00
675.00

Dec. 31
1921
$4,000.00
7,500.00
700.00
1,250.00
8,650.00
2,400.00
750.00
405.00

$23,275.00

$25,655.00

$4,000.00
7,320.00
600.00
10,000.00
1,355.00

$3,000.00
6,135.00
750.00
12,000.00
3,770.00

$23,275.00

$25,655.00

L iabilities
Mortgage notes..........................................
Accounts payable........................................
Reserve for depreciation—building---Capital stock................................................
Surplus ........................................................
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The statement of surplus appears as fo llo w s:
Balance—December 31, 1920......................................
Add:
Write-up of land...........................................
Net profit for the year................................

$1,355.00
1,000.00
2,915.00

Total ......................................
Deduct: Stock dividend..........................
Cash dividend............................

$5,270.00
$500.00
1,000.00

Balance: December 31, 1921..................
Depreciation was provided during the year as
follow s:
Building (credited to reserve)..................................
Delivery equipment (asset written d o w n )..............
Store fixtures (asset written d o w n )........................

1,500.00
$3,770.00

$400.00
300.00
200.00

A new ro o f w as p u t on the building and o th er
e x tra o rd in a ry rep airs w ere m ade at a total cost
of $250.00 and charged to the reserve fo r de
preciation.
T h e m ortgage notes are due serially, in annual
am ounts of $1,000.00.
P re p a re a statem ent of application of funds.
3. (17 p o in ts ):
A an d B entered into p artn ersh ip on A pril 1, 1922,
investing $20,000 and $10,000 respectively. It
w as agreed th a t each p a rtn e r should have the
privilege o f w ith d raw in g $200.00 p e r m o n th ;
these am ounts w ere to he considered salaries and
treated as an expense o f the business. I f either
p a rtn e r drew m ore th an $200.00 d uring any
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m onth the excess over $200.00 w as to be charged
to his capital account at th e end of th e m onth.
If he drew less th a n $200.00 th e difference was
to be credited to his capital account. Profits w ere
to be divided in the average capital ratio.
A t Septem ber 30, 1922, th e business w as sold fo r
$30,000 and you are asked to determ ine how this
money should be divided. T h e capital accounts
of the tw o p artn ers ap p ear as fo llo w s:
May 31....................
August 31..............

“A ”
$50.00 April 1..................... $20,000.00
200.00 April 30...................
100.00
June 30....................
200.00
July 31....................
150.00
September 30........
50.00

“B”
April 30..................
$100.00 April 1..................... $10,000.00
May 31..................
150.00 July 31......................
100.00
June 30..................
200.00
August 31..............
100.00
September 30 ..............
75.00

A ll entries in the capital accounts a fte r A p ril 1st
represen t differences betw een m onthly salaries
and actual m onthly draw ings.
I. (22 p o in ts) :
O n Ja n u a ry 1, 1922, a concern dealing in a single
com m odity, had an inventory of m erchandise
w hich cost $20,000.00. T he goods w ere m arked
to sell a t 125 p e r cen t. of cost and all subsequent
purchases d u rin g th e six m onths ending Ju n e 30,
1922, w ere m arked at th e sam e rate.
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The selling price of the inventory at June 30, 1922,
was $24,000.00. Purchases and sales by months
w ere:

Purchases

(cost)
January .................. $8,000.00
F ebruary..................
9,000.00
March ...................... 14,000.00
April ........................... 16,000.00
May ............................. 13,000.00
June ............................ 10,000.00

Sales
(selling price)
$9,000.00
9,500.00
12,000.00
18,000.00
22,000.00
18,000.00

Compute estimated inventories at cost price at the
end of each of the six months.
Compute the rate of turnover for the six months’
period using,
(a ) the January 1st and June 30th inventories.
(b ) all of the inventories.

State which method gives the more accurate results.
5. (22 points) :
A corporation issues $500,000 of stock and
$300,000 of bonds, and purchases a mine at a
cost of $400,000. Careful estimates indicate that
the mine contains 2,000,000 tons of ore, and the
operating charge for depletion is computed on
the basis of this tonnage, calculated at 20 cents
per ton.
The officers of the company, after considering the
possibility of an over-estimate in the tonnage,
decide to create an additional reserve at the rate
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of five cents per ton mined. This conservative
provision is not to affect the operating profits.
The agreement with the bondholders provides that
annual sinking-fund contributions shall be made
at the rate of thirty cents per ton mined durirg
the year, and that a sinking fund reserve shall
be created on the same basis.
At the close of the first year, and before making
any of the reserve provisions indicated above,
the profit-and-loss account shows a credit bal
ance of $165,000. No consideration has been
given to depletion. The quantities mined may
be tabulated as follows:
Sold ...................................... ............. 200,000
Inventory ............................. ............
40,000
Used in operations.............. ..........
10,000
Total mined...................... . ..........

250,000

Contributions totaling $50,000 have been made to
the sinking-fund trustee.
Make journal entries to close the profit-and-loss
account, and to set up the reserves.
Set out all known facts in balance-sheet form.
State what amount is legally available for divi
dends.
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Actuarial
6. (22 points) :
Fred Humiston left a will in which he directed
that the income from his estate should be paid
to his widow and that the principal should be
held in trust for a grandson. He also stipulated
that the corpus should not be impaired by the
purchase of bonds by the trustee at a premium
and directed that such premiums paid by the
trustee should be amortized.
Humiston died on April 1, 1920. The estate con
tained five $1,000 bonds of the XYZ Company,
bearing 6 per cent. interest payable July 1st and
January 1st. The bonds were due on July 1,
1925, and were inventoried at 104½ .
On July 1, 1920, the trustee purchased five more
of the same bonds on a 5 per cent. basis.
Compute the price paid by the trustee for the
bonds. The present value of $1 due 10 periods
hence at 2½ per cent. is $.781198402.
Prepare a statement showing the income payable
to the widow on July 1, 1920, January 1, 1921,
and July 1, 1921.
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NOVEM BER 17, 1922, 9 A. M. TO 12.30 P. M.
Give reasons for all answers.
Negotiable Instruments
Answer three of the following four questions:
1. (10 points) :
Is the following a negotiable instrument?
New York, June 1, 1921.
I hereby certify that James K. Sloane has de
posited with me Five Hundred Dollars which
I promise to pay to his order on demand with
interest from date on the return to me of this
instrument and of my guarantee for the note
for Five Hundred Dollars dated June 1, 1921,
made by said James K. Sloane to Thomas J.
Smith.
(Signed) Edward F. Wilson.”
2. (10 points) :
How would you protect yourself against the dan
ger involved in the loss of a negotiable instru
ment endorsed in blank received by you in due
course of business?
3. (10 points):
W hat is a “ notice of dishonor ” and what is its
purpose ?
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4. (10 points) :
W hat is an “ accommodation party ” to a nego
tiable instrument and what is his liability?
Contracts
Answer two of the following three questions:
5. (10 points) :
A leased to B a wooden structure in the city of
Rochester, New York, for a period of ten years.
The lease contained an agreement on the part of
A that in case the structure burned during the
term of the lease, A would rebuild it for B’s
occupancy with all possible diligence. After
about three years the building was destroyed by
fire. Meanwhile the city, by an ordinance, had
extended its fire limits so as to embrace the
property in question, the erection of wooden
buildings being prohibited. B sued A for his
failure and refusal to -rebuild the structure.
Could he recover?
6. (10 points) :
W hat general rule of contract law is embraced
in the term “ caveat emptor ” ?
7. (10 points):
Under the uniform sales act, what are the reme
dies of the seller when the buyer refuses to accept
the goods contracted to be sold?
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Partnership
Answer one of the following tw o questions:
8. (1 0 p o in ts) :
A and B w ere p a rtn e rs in the h ardw are business.
B, because o f illness, w as prevented from attend
ing business fo r a period of several m onths,
thereby throw ing th e burden o f conducting the
affairs o f th e copartnership entirely upon A .
A fte r B ’s recovery A dem anded com pensation a t
the rate o f $40.00 p e r w eek fo r the e x tra w ork
w hich he w as com pelled to do. U pon B ’s refu sal
to com ply w ith the dem and the p a rtn e rsh ip w as
ended and A sought to recover the am ount de
m anded by suit. Could he succeed?
9. (10 p o in ts) :
Sm ith, H ow e & R ogers w ere p artn ers engaged in
th e drygoods business. Sm ith and R ogers a d 
vocated the establishm ent in th e ir store of a
departm en t fo r th e sale o f groceries an d sim ilar
articles. H o w e opposed the plan. Could Sm ith
and R ogers overru le H o w e’s objection and, as
the m ajo rity p artn ers, proceed w ith th e ir p lan ?

Corporations
Answer both the following questions:
10. (10 p o in ts) :
T h e A . B. C orporation in th e y e a r 1921 m ade net
profits of $50,000, o r sufficient fo r a dividend
o f five p e r cent. on its stock. N o dividend was
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declared, however, and X, stockholder, sued
the corporation for a sum equivalent to five per
cent. on the stock held by him. Can he recover ?
11. (10 points) :
How are shares of stock of a corporation trans
ferred ?
Bankruptcy
Answer one o f the following two questions:
12. (10 points):
W hat is the object of the bankruptcy law?
13. (10 points) :
W hat is a “ composition ” in bankruptcy ?
Federal Income Tax
Answer the following question:
14. (10 points) :
W hat is the basis for determining the gain or loss
from a sale of property acquired prior to March
1, 1913?
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The candidate must answer all the following
questions:
1. (27 po in ts):
The XYZ Chemical Company manufactures one
main product only, known as “ Saltero,” and a
by-product, known as “ Scrapto.”
From the following information, calculate the
profit per ton (2,000 lbs.) of Saltero on every
ton sold:
Saltero sells for $600.00 per ton. The selling and
administration charges are 20 per cent. of the
selling price. This product is made from three
ingredients, N, O and P, in the following pro
portions and at the following costs:
N 20% costs $100 per ton.
O 30%
“
50 “
“
P 50% “
30 “
“

Handling and storage charges amount to 10 per
cent. of the cost of each ingredient.
The plant is divided into five manufacturing de
partments, of which A, B, C and D are engaged
in the manufacturing of Saltero and E in the
recovery of the by-product, Scrapto.
The following table shows the cost of direct labor
per ton of product handled and the percentage
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of department factory expense to the direct
labor:
Department
A M ixing ................
B Furnaces ..............
C Washing & drying
D Grinding & packing

Direct labor
per ton
$25.00
12.50
. 15.00
50.00

Percentage o f depart
mental factory expense
to direct labor
75%
300%
100%
50%

General factory expenses that cannot be charged
to any one department amount to 50 per cent
of the total direct labor.
In department B there is a yield of only 75 per
cent. of Saltero from the tonnage of the ingredi
ents mixed; the other 25 per cent. is treated in
department E and one-half of this 25 per cent.
is recovered as the by-product, Scrapto, the other
half being entirely waste.
A net profit of $40.00 per ton is made on the sale
of Scrapto after all expenses of every kind are
charged against it. No charge is made against
Scrapto for the raw material from which it is
recovered.
2. (3 0 p o in ts) :

On January 1, 1915, a company issued $10,000,000,
10 year, 6 per cent. convertible bonds, interest
payable semi-annually on July 1st and January
1st. The bonds are convertible at 105 and ac
crued interest into capital stock at par (100) and
accrued dividends on any February 1st or August
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1st after 1918, and balances are to be adjusted
in cash. The stock pays regular quarterly divi
dends of 2 per cent. on January 15th, April 15th,
July 15th and October 15th, respectively.
The bonds when issued were underwritten at 96
by A, B & Co., bankers, and legal, printing and
other expenses were incurred, incident to the
issue of the bonds, amounting to $100,000, which
was set up on the books, together with the bond
discount, as a deferred charge to be amortized
over the life of the bonds. There is a provision
in the trust deed giving the company the option
of calling for redemption at 105, on any interest
date after 1918, any part of the bonds then out
standing (in multiples of $100,000) with the
usual requirements as to due notice, etc.
On February 1, 1919, $3,000,000 bonds were converted.
On August
1, 1919, $2,000,000 bonds were converted.
On February 1, 1920, $1,000,000 bonds were converted.
On March
1, 1920, $1,000,000 bonds were bought in the open
market at 104 and accrued interest and thereupon cancelled.

During April, 1920, $1,000,000 bonds were called
for redemption on July 1, 1920, but only $990,000
of the called bonds were delivered for redemp
tion on that date and the balance of $10,000 was
still outstanding at the close of 1921. The July
1, 1920, coupons were detached from the called
bonds redeemed and were separately paid.
(a) Formulate journal entries reflecting the above
described transactions with respect to the issue,
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conversion (February 1, 1919, transactions only),
purchase and redemption of the bonds. Provide
for a “ bondholders’ conversion clearing ” ac
count to clear the conversion transactions and
give effect, by journal entry, to the cash liquida
tion of the balances incident to those transac
tions. Also provide for the following accounts:
“Accrued interest on convertible bonds.”
“Accrued dividends on capital stock.”
“Premium on convertible bonds.”

It is not desired that you set up the above sug
gested accounts in ledger form but merely pro
vide for them in your journal entries; make a
brief explanation of each journal entry, com
mencing with the words, “ To record the.......... ”
(b) State the balance in “ unamortized debt dis
count and expense” at the close of 1918, 1919,
1920 and 1921, amplified by a summary showing
how you have arrived at your answers and giv
ing consideration to the propriety of carrying,
as a deferred charge, that portion of “ unamor
tized debt discount and expense ” applicable to
called bonds unredeemed. Prove the balance at
the close of 1921 by an independent computation.
(c) State whether interest should or should not
be accrued after July 1, 1920, on the $10,000
called but unredeemed bonds. Would your an
swer be the same with respect to interest on
matured bonds outstanding?
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(d) State when and how you would dispose of
the “ accrued dividends on capital stock ” account
and the “ premium on convertible bonds ” ac
count.
N ote: In answering the above questions, take cog
nizance o f years, months and half-months and no
other periods o f time.

3. (10 points) :
Under what conditions is it impossible to set up
on the general books, before the stock books are
closed, the exact amount of dividends declared?
Assuming these same conditions, is the maxi
mum amount payable under the resolution known
before the stock books are closed?
4. (10 points) :
In auditing the accounts of the M & N Corpora
tion for the period ended September 30, 1922,
you find the following items:
(A ) —Bonds maturing November 1, 1922.................. $5,000,000
(B ) —Cash on deposit with trustee to meet maturing
bonds as above.................................................... 5,000,000
(C ) —Bonds maturing April 1, 1940 ............................ 7,500,000
( D ) —Outstanding notes o f $300,000 each, given un
der an agreement to purchase for $2,000,000
the land upon which the corporation’s plants
are erected. These notes are o f equal
amount, maturing serially on February 1st
of each year......................................................
900,000
( E ) —A claim against the company for damages
which, in the opinion o f the corporation’s
attorney, will be settled for $35,000 ..............
50,000
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State how you would show the foregoing items
on the balance-sheet to which you would certify
as of September 30 (October 1), 1922.
5. (23 points) :
You are requested to make an audit of a concern
which keeps its books on a cash basis and you
receive instructions to prepare a revised state
ment of profit-and-loss and surplus for the year
ended December 31, 1921, and a revised balancesheet as at January 1, 1922, upon an accrued
basis. The books of the company were closed
at the end of each year and had been closed for
1921 prior to the commencement of your audit.
W hat entries would be necessary to bring the
books into conformity with your statements, so
far as the following insurance account is con
cerned ?
W hat would be the amount of insurance shown on
your profit-and-loss account and what items,
taken from this account, would appear on the
balance-sheet ?
I nsurance A ccount

1920
July

D ebits

2

Premium on fire insurance policy
(building) covering period
from 8/1/20 to 7/31/22.......... $2,400.00
Aug. 15 Premium on fire insurance policy
on stock o f goods—period
from 8/1/20 to 7/31/21.......... 1,800.00
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1920

Sept. 1 Premiums on employees' fidelity
bonds—period from 8/1/20
to 7/31/21 .................................. $3,000.00
Oct. 25 Shortage of R. Jones to be re
imbursed by Fidelity Insur
ance Company...........................
900.00 $8,100.00
1921
------------Feb. 8 Premium on liability insurance
on trucks and salesmen’s autos
—8 /1 /2 0 to 7/31/21................ $4,500.00
Mar. 31 Fire insurance on new building
during construction—3/31/21
to 7/31/21 .................................. 7,500.00
Apr. 5. Additional premium on fire in
surance (building) due to
increased valuation— 4/15/21
to 7/31/21 ..................................
250.00
July 1 Premium on fire insurance policy
(building) 7/1/21 to 6/30/22,
covering new building and
increased valuation o f old
building ....................... ............. 1,500.00
Aug. 1 Premium on fire insurance policy
on stock o f goods—period
8/1/21 to 7/31/22...................... 1,400.00
Aug. 1. Premiums on employees’ fidelity
bonds—8/1/21 to 7 /3 1 /2 2 .... 3,000.00
Dec. 15 Defalcation o f P. Smith to be
reimbursed by Fidelity Insur
ance Company in 1922............ 2,000.00 $20,150.00
1920
Dec.

C redits
1 Refund due to reduction in rate
on fire insurance on building
—period 12/1/20 to 7 /3 1 /2 2 ... $200.00
Dec. 31 Transfer to profit-and-loss to
close out account.................... 7,900.00
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1921
Apr. 15

Dec. 31

1921
Dec. 31

Payment by Fidelity Insurance
Company, reimbursement for
loss—R. Jones—1 0 /2 5 /2 0 .... $900.00
Transfer to profit-and-loss to
close out account.................... 19,250.00 $20,150.00

Premium on liability insurance
on trucks and autos—period
8/1/21 to 7/31/22, amounting
to $4,500.00—had not been
paid.
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Examinations of May, 1923
Auditing
MAY 16, 1923, 9 A. M. TO 12.30 P. M. .
Answer all questions.
1. (8 po in ts):
(a) W hat is meant by a deferred charge to opera
tion? Name three examples, and state how each
is proved correct in an audit.
(b) W hat is the difference between a liquidated
and a contingent liability in the accounting sense
of the terms? Give an example of each.
2. (8 p oints):
In what ways may actual examination of insur
ance policies, life and fire, be useful to the audi
tor in the course of his work?
3. (10 points):
An auditor verified in 1921 the existence of a
mortgage of $10,000 by inspecting the public
records. In. 1922 he found that $5,000 had been
paid on account of this mortgage, evidenced by
a receipt from the mortgagee. Thereupon with
out further action he certified a balance-sheet
showing this mortgage indebtedness as $5,000.
Was his course correct or not? Explain.
4. (8 points) :
How would you audit and verify the notes and
bills payable of a corporation ?
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5. (8 points) :
W hat would you consider a satisfactory voucher
for
(a) Pay-roll in a large manufacturing business;
(b) Purchase of a stock-exchange security;
(c) Investment in a mortgage?
6. (8 points) :
Describe fully (or illustrate in skeleton form with
proper captions if preferred) a working balancesheet.
7. (8 points).:
A died in 1916 leaving certain shares of stock to
his widow, B, who in 1922 gave the stock to her
son, C, who immediately sold it. In his federal
income-tax return C claimed as a loss the differ
ence between the sale price and the market value
on the date on which he received the stock from
his mother. Was he right or wrong? W hy?
8. (8 points) :
W hat federal income-tax returns are required in
the case of a partnership? W hat returns are
required when a new partner is admitted during
the taxable year?
9. (8 points) :
W hat is a stock dividend? From what sources
may it arise? Does the declaration of such a
dividend imply that the previous surplus of the
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corporation has been unreasonably large and not
necessary to the business? Explain.
10. (8 points) :
In auditing the accounts of a private firm in which
there are several partners, to what points should
the auditor look in order to be assured that the
partners’ accounts are correctly stated in the bal
ance-sheet ?
11. (10 points) :
A partner in a stock-brokerage firm, not active in
the management, suspects his firm of conducting
a bucket-shop. He secures the following bal
ance-sheet from the firm’s books, and he asks
your advice. He has previously made an exam
ination of customers’ accounts and found all
accounts, both long and short, amply margined
at 20 per cent. The market has been rising
steadily for nearly a year. W hat would be your
advice, and why?
BALANCE-SHEET ITEMS

Cash .................................................... $400,000.00
Due from customers, long............ 2,500,000.00
Due from brokers for stock bor
rowed ..............................................
25,000.00
Securities on hand................ ...........
75,000.00
Firm trading accounts, long..........
450,000.00
Due to customers, short..................
375,000.00
Due to brokers for stock on lo a n ..
150,000.00
Firm trading accounts, s h o r t .... 2,850,000.00
Capital, surplus and profit and loss
75,000.00
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12. (8 po in ts):
You have been retained by a manufacturing cor
poration as a consulting accountant and are re
quested to advise the officers what steps to take
in order to determine the cause of an apparent
deficiency in the inventory of factory material
and work in process.
W hat would you suggest?
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Accounting Theory and Practice — Part I
MAY 16, 1923, 1 P. M. TO 6 P. M.
Answer all the following questions:
1. (33 points):
Your firm audits, annually, the books of the NonBessemer Iron Mining Company.
The following cost sheet and condensed profit-andloss statement are the result of your audit:
COST SHEET FOR YEAR

1922

(900,000 tons mined)

1.
2.

3.
4.
5.

6.
7.
8.
9.
10.

Supplies
Labor and expense
Mining .................... $615,000
$164,000
Timbering ..............
108,000
72,000
Underground tram
ming and hoisting 108,000
900
Pumping ................
45,000
7,200
Mine captains, fore
men and shift bosses
27,000
Crushing and stock
54,000
8,100
pile ........................
Power, light, heat
9,000
198,000
and w a te r ............
Loading from stock
18,000
pile ........................
7,200
Superintendence and
36,000
mine office............
3,600
General maintenance
45,000
162,000
$1,065,000
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Cost
Total per ton
$779,000
366
200
180,000
108,900
52,200

.121
.058

27,000

.030

62,100

.069

207,000

230

25,2 00

.028

39,600
207,000

.044
.230

$623,000 $1,688,000
—

1.876
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Total
11. Fixed charges and
general expense..

Cost
per ton

$472,000

12. Total cost................

.524

$2,160,000 2.400

CONDENSED PROFIT-AND-LOSS STATEMENT
FOR THE YEAR

1922

Total sales............800,000 tons @ $4.80..
Cost of ore sold. .800,000 tons @ 2.40..

$3,840,000
1,920,000

Gross profit..................................................
D educt:
Cost beyond the mine.......................... $1,280,000
Royalties ..................................................
480,000
Administrative expense........................
60,000

$1,920,000

N et profit ............ 800,000 tons @ .125..

1,820,000
$100,000

F ro m a cu rso ry review o f the foregoing, it is a p 
p aren t th a t several o f the item s o f cost p e r ton
are unusually high and the net p rofit p e r ton is
correspondingly low. T h erefo re it is decided
th a t an investigation shall be m ade to ascertain
the correctness o r otherw ise o f the tonnage
mined.
T h e follow ing info rm atio n relative to operation is
obtained, an d you are directed by y o u r principals
properly to apportion th e costs in accordance
th e re w ith ; show the tru e net p rofit on the ore
so ld ; p rep are a revised cost sheet show ing costs
fo r both broken and hoisted ores and a revised
condensed statem ent o f profit and loss.
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T he usual m ining procedure is breaking aw ay the
ore, tram m in g (loading on cars and hauling to
the s h a f t) , hoisting to surface, crushing and
loading on stockpile.
T h e practical m iner calls ore “ m ined ” only w hen
it reaches th e stockpile. Y o u r investigation dis
closes th e fact th a t w hile 900,000 tons reached
th e stockpile, and th is tonnage w as th e basis fo r
th e p er-to n cost on the cost sheet, a n additional
q u an tity o f 125,000 tons w as com pletely m ined
to th e tram m in g stage. T his broken ore, because
of its high analysis o f iron content, h as a b e tte r
m arket value th a n th e o rd in ary o re and w ill be
le ft as it is until it can be stockpiled by itself.
T h is condition m ay be considered as analogous
to th a t o f goods in process in a m an u factu rin g
concern.
N ote th a t th e hoisted ore should not be charged
fo r the expense incurred in producing the broken
ore.
2. (30 p o in ts) :
T h e follow ing is a b rief sum m ary o f th e balancesheets of three com panies a t a given d a te :
A
Total assets.............................. $1,500,000

B
c
$2,000,000 $3,500,000

$250,000

$750,000 $1,100,000

Total liabilities........................
Capital stock (shares o f $100
each) ....................................
Surplus ....................................

1,000,000
250,000
$1,500,000
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Each corporation owned part of the capital stock
of the others carried on their respective books
as follows:
A
A owned
Carried
B owned
Carried
C owned
Carried

..................
a t ............
..................
a t ............
..................
a t............

Capital stock
B
15%
$100,000

........
........
........
........

15%
$150,000
5%
50,000

in
C
15%
$300,000
10%
$175,000

5%
60,000

The three companies agreed to consolidate and
each to accept its pro rata share in the capital
stock of a new corporation (D ) having 1,000,000
shares of no par value.
W hat percentage of the shares of corporation D
will the stockholders of A, B and C respectively
receive and what will be the total equity or
paid-in value of the consolidated capital?
3. (15 points):
The M and N Coal Corporation is formed with
a paid-up capital of $6,000,000 (60,000 shares,
par value $100) and a resolution is passed au
thorizing the purchase of the outstanding capital
stock of the K O Company.
The balance-sheet of the K O Company, at the
date of acquisition is as follows:
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A ssets

Current ................................................... $1,750,000
Fixed ....................................................... 4,500,000
D e fe r r e d ..................................................
250,000
$6,500,000
L iabilities

Current
Funded
Capital
Surplus

................................................... $
debt ..........................................
stock ........................................
..................................................

500,000
1,000,000
2,000,000
3,000,000
$6,500,000

Six million dollars was paid for the total capital
stock of the K O Company which, after acquisi
tion, was canceled.
Prepare the opening entries, spreading the assets
and liabilities of the old company on the books
of the new company.
4 (15 points):
You are requested to audit the books of the A
Company, engaged in the business of buying sec
ond mortgages, at the end of a period of six
months and you find the following conditions
relative to the mortgages purchased during the
period:
Mortgages purchased, all dated July first and set
up at face value, classified as follows:
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1-year term
2-year term
3-year term

$25,000
25,000
25,000

$75,000
T h e costs to th e com pany fo r these three classes
o f m ortgages w ere respectively:

1-year term ..................................... $22,500
2-year term ..................................... 21,250
3-year term ..................................... 20,000
$63,750
T h e m ortgages are repayable in equal sem i-annual
instalm ents.
T h e discount has been credited direct to. profi t-andloss.
W o u ld you p rep are y o u r statem ent to conform to
the books o r w ould you m ake ad ju stm en ts? I f
the latter, indicate th e ir n atu re and give reasons
th erefo r.

5. (7 points) :
E x p ress, briefly, y o u r views on the subject of ac
counting relative to unpaid cum ulative p re fe rre d
dividends.
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Commercial Law
MAY 17, 1923, 9 A. M. TO 12.30 P. M.
Give reasons for all answers.
Negotiable Instruments
Answer three o f the following four questions:
1. (10 points) :
In what particulars is the following paper not in
the usual form?
Boston, Mass.
I, Thomas H. Green, promise to pay to James
Malone or order Two Hundred Dollars. Value
received.
(Signed) T homas H. Green.

2. (10 points) :
Andrew J. Morse drew a cheque on the A. B.
Bank to the order of Samuel W inter in pay
ment for goods purchased. W inter held the
cheque more than three months before present
ing it for payment. During that time the A. B.
Bank failed. Morse had, however, withdrawn
his deposits before the failure. W as Morse re
leased from liability on the cheque?
3. (10 points):
W hat are personal defenses to a negotiable instru
ment and in what circumstances may they be in
voked? Name some personal defenses.
4. (10 points):
W hat is (1) a collateral note, (2) a judgment
note?
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Contracts
Answer two o f the following three questions:
5. (10 points) :
Jones acted as a broker in the sale of Smith’s
home, and Smith agreed to pay him a commis
sion of five per cent. The state of New York
requires all real-estate brokers to be licensed and
to pay a license fee. Jones had no such license.
Smith refused to pay Jones his commission, and
Jones sued. Could he recover?
6. (10 points) :
State what contracts in general may be assigned
and what may not.
7. (10 points) :
A made a written contract with B to purchase B’s
drygoods store, A paying B $2,000 at the time
when possession was given and agreeing to pay
the balance of $2,500 on or before January 1,
1923. On January 3, 1923, the balance due being
unpaid, A secured B’s agreement to postpone the
payment until April 1, 1923. On March 5, 1923,
B sued A for the balance due. Could he recover?
Partnership
Answer one o f the following two questions:
8. (10 points) :
A, B and C are engaged as partners in the lumber
business. A dies and bequeaths his entire estate
to his son, X. X desires to come into the firm
in his father’s place. W hat are X ’s rights?
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9. (10 points)
Martin and McBride were copartners in a certain
business. M artin sued McBride for supplies
furnished to the latter by the former for the
operation of an independent business carried on
by McBride, entirely independent of the partner
ship. Could Martin recover?
Corporations
Answer two o f the following three questions:
10. (10 points) :
Explain the principal advantages of doing business
as a corporation rather than as a copartnership
or as an individual.
11. (10 points) :
The X Y Corporation is engaged in the grocery
business in the city of Harrisburg, Pennsylvania.
Its directors, by a resolution duly adopted, au
thorized the officers to enter into a copartner
ship agreement with W , the object being to oper
ate a grocery store in Philadelphia, W to super
vise the running of the store and to furnish some
capital, the corporation to furnish the balance
of the necessary capital and to attend to the buy
ing of all stock. The agreement was adopted.
Was it a valid agreement?
12. (10 points):
A corporation which was in financial difficulties
determined to cease business. It proceeded to
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sell certain assets, the proceeds of which were
distributed pro rata among the stockholders as
a dividend in liquidation. Later, on the petition
of the creditors, the corporation was declared
bankrupt, and the trustee in bankruptcy brought
suit against the stockholders to recover the
amounts distributed to them. W ere the trus
tee’s suits successful?
Federal Income Tax
Answer both the following questions:
13. (10 points):
Define the terms “ capital assets ” and " capital
gain ” as defined by the present income-tax law.
14. (10 points):
How is “ capital gain,” mentioned in the preced
ing question, taxed under the present income-tax
law?
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Accounting Theory and Practice — Part II
MAY 17, 1923, 1 P. M. TO 6 P. M.
Answer questions 1, 2, 3, 4 and either 5 or 6.
1. (35 po in ts):
The X Machine Company received its charter and
commenced business on January 2, 1922. The
production of machines started July 1, 1922.
The business consists of the manufacture and sale
of a standard machine, 200 of which have been
sold to date at a uniform price of $500 each,
through agents who receive a commission of 15
per cent., payable 1/3 on receipt of order, 1/3
on shipment of goods and 1/3 on payment of bill.
The general manager and the sales manager have
individual agreements with the company by
which the former is to receive a commission of
10 per cent. and the latter a commission of 6
per cent. on net profits after provision for fed
eral taxes.
There are issued 100,000 shares no-par-value com
mon stock for “ services ” but no value is shown
on the books of the company or in the minutes.
Trial balances are given as of January 2, June
30 and December 31, 1922, prior to closing.
Prepare a balance-sheet as at December 31, 1922,
and profit-and-loss statement for the year mak
ing all necessary adjustments, capitalizing such
items of expense as appear to you applicable to
development and setting up a reserve for federal
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tax es com puted on the basis of 12½ p er cent.
o f net profit w ith the statu to ry deduction of
$2,000.
TRIAL BALANCES

(BEFORE CLOSING)

Debits
--------------- 1922 --------------Jan. 2 June 30 Dec. 31
Cash ...................................................... $50,000 $33,468 $22,646
Accounts receivable (tra d e)..........
26,500
Prepaid insu ran ce..............................
1,125
1,427
Tools ....................................................
4,287
6,511
Machinery and equipment................
23,411
34,768
Office furniture and fixtures..........
1,400
1,450
Patents applied fo r............................
1,127
1,327
Organization expense ......................
2,371
2,371
Labor ....................................................
9,675
Purchases ............................................
26,506
Administrative and office salaries.
2,420
4,650
Rent o f factory..................................
1,000
3,000
Agents’ commissions ........................
750
15,000
Royalties .............................................
1,030
Telephone and telegraph..................
147
387
Postage ................................................
37
86
Light, heat and power......................
125
580
Insurance ............................................
50
350
Automobile expense...........................
147
330
Engineering salaries ........................
1,367
2,850
Magazine advertising ......................
1,500
1,825
Entertainment ....................................
119
287
Office stationery and supplies..........
377
622
Traveling ............................................
227
527
Miscellaneous expense ....................
115
388
Returned sales ........................................................
Depreciation .............................................................
$50,000
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Credits
Capital stock preferred.................... $50,000
Accounts payable (tra d e)..............
N otes payable (b an k s)....................
Interest earned ..................................
Discount on purchases......................
Sale o f scrap........................................
Sales .....................................................
Accounts payable, agents................
Capital stock, common (100,000 shares )
Reserve for depreciation................
$50,000

$62,500
12,425
145

500

$86,000
13,145
7,500
365
288
120
52,500
6,175
2,137

$75,570 $168,230

The inventory at December 31, 1922, was valued at $13,290.

2. (30 points):
A and B are equal heirs in an estate of $100,000
consisting entirely of real-estate mortgages.
B resides in the city in which two of these mort
gages are placed—one, a 6 per cent. first mort
gage of $1,600, dated January 31st; the other a
second mortgage, payable $25 monthly with in
terest at 6 per cent. on the decreasing balance.
The balance of the second mortgage at March
31st, after payment of the $25 then due, was
$700. These two mortgages are handled by B.
All the rest are in another city in which A resides
and are under his control.
One mortgage of $2,500 falls due and will be paid,
with six months’ interest at 6 per cent., on April
30th, and B proposes that, in part settlement, he
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take over the two which are in his hands.
agrees to this.

A

Prepare statements of financial condition at April
30th before collections mentioned above are
made, journal and cashbook entries reflecting the
transactions and final statements for both A and
B, each of whom keeps his books on the same
basis.
3. (9 po in ts):
A corporation spends $500,000 on an advertising
campaign during the first six months of the year
1922 and expects to begin to secure benefits
therefrom on and after July 1, 1922, and for
three succeeding years. How would you handle
this expenditure on the published balance-sheet
and profit-and-loss account issued to stockhold
ers? How would you handle it on the incometax return for 1922?
4. (8 points):
W hat would be the effect on unit costs of a change
in the calendar providing for a year of thirteen
months of twenty-eight days each instead of
twelve months as at present?
5. (18 points) :
The annual sinking-fund deposit, with interest at
6 per cent. per annum, necessary to accumulate
$500,000 over a period of 80 years is $286.27.
The amount of an annuity of one dollar at 6
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per cent. at the end of various periods is as
follows: 20 years, $36.78559120 ; 40 years,
$154.76196562 ; 60 years, $533.12818089 ; 80
years, $1,746.59989137. Show, by means of a
table, how a sinking-fund-method reserve for
amortization of a franchise, which cost $500,000
and has 80 years to run, would compare with a
reserve for the same purpose derived by the
straight-line method.
Actuarial
6. (18 p oints):
(a) W hat terminable annuity, payable quarterly
for ten years, would be required to repay a loan
of $32,840.00, the nominal rate of interest being
4 per cent. per annum ?
(b) W hat would be the required amount to set
aside annually providing for a sinking fund to
repay loan, as above, at the end of ten years
instead of repaying it quarterly?
Given (1.01)40 = 1.4889.
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Examinations of November, 1923
Auditing
NOVEM BER 15, 1923, 9 A. M. TO 12.30 P. M.
The candidate must answer all the following
questions.
(10 points each)
1. Define—
(a) a balance-sheet.
(b) a comparative balance-sheet.
(c) a consolidated balance-sheet.
(d) a double-account balance-sheet.
(e) a fund balance-sheet.
2. In a detailed audit how would you verify and
value the item “ accounts receivable ” ?
3. Do you consider the periodizing of the outstand
ing accounts-receivable balances as the best
method of determining the adequacy of the re
serve for bad debts? Give reasons.
4. Corporation A has taken over the assets and lia
bilities of corporations B and C. The assets and
liabilities have been merged with those of cor
poration A. In what circumstances may the
amount of the goodwill account of corporation
A be (a) decreased; (b) increased?
5. You are examining the accounts of a mercantile
corporation which has several selling branches
but all shipments are made and all customers are
282

A U D IT IN G

billed by the main office. It is not intended that
you shall visit the branches. Outline a procedure
for the verification of the branch balances.
6. On February 15, 1924, you are called on to audit
the books of a concern for the calendar year
1923. State in detail how you will verify as of
December 31st the balance-sheet items (a) cash,
(b) notes receivable and (c) accounts payable?
7. A fter all credits, exemptions and deductions A
and B have net incomes of $7,500 each. All of
A’s income is derived from dividends on stocks
of domestic corporations; B’s from salary and
commissions. At what rates will each be assessed
under the federal income-tax law of 1921 ?
8. A died February 14, 1923. W hat return or re
turns under the federal income-tax law of 1921
should be made by A ’s executor, and when?
9. In 1917, A bought 100 shares of stock for $10,000.
In 1922 he received an “ extra dividend from
profits earned prior to 1913 ” of $2,000. There
upon (1922) he sold the stock for $6,000. W hat
return of these transactions should he make for
1922?
10. In certifying without qualification to a balancesheet what responsibilities—financial, legal and
moral—to your client and to the public will you
consider that you have assumed?
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NOVEM BER 15, 1923, 1 P. M. TO 6 P. M.
The candidate must answer the first three questions
and two other questions.
1. (25 p oints):
The Newton Foundry & Machine Co. has on hand
at the beginning of the month $50,000 worth of
steel and, in addition, material sufficient to manu
facture 100,000 lbs. of castings.
The following is a summary of transactions of the
several departments of the business for April:
The foundry department manufactures castings
for its own shops and also for customers. One
hundred thousand pounds of castings are made
during the month at a cost of 10 cents per
pound; 50 per cent. of the product goes to the
machine shop at 12 cents per pound; 35 per
cent. goes direct to customers at 15 cents per
pound; 10 per cent. is defective and 5 per cent.
remains on hand at the end of the month.
The machine shop withdraws from stores steel to
the value of $50,000. Productive labor on the
product amounts to 100 per cent. of the cost of
the material and the factory overhead to 150 per
cent. of the productive labor. The finished prod
uct of the department is disposed of at cost
plus 10 per cent., as follows: 60 per cent. to
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the assembling department; 10 per cent. to the
shipping department to fill customers’ orders;
15 per cent. to the storeroom; 5 per cent. is de
fective and 10 per cent. remains in process.
The assembling department labor and overhead
amounts to 20 per cent. of the cost of the pro
duct to this department. Ninety per cent. of
the product received is completed and delivered
to the shipping department, crated and shipped
to customers.
Allowing 5 per cent. of factory cost for shipping
department expense, 10 per cent. for selling ex
pense and 10 per cent. for profit, prepare depart
mental factory accounts and trading account to
reflect the foregoing transactions embodying the
following:
One whole shipment of merchandise was returned
by a customer as not being in accordance with
specification and unfit for his purpose. The bill
ing price of this shipment was $10,164; the cost
of the assembled product was $8,000.
Give summary of inventories on hand at the close
of the period with comments regarding values
and submit suggestions for improvement in the
methods of accounting.
2. (20 points):
A, B, C and D form a partnership for the purpose
of executing certain contracts owned by C. A
agrees to allow the partnership the use of a build285
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ing owned by him, valued at $50,000, for which
he is to receive a fair and adequate rental. B
agrees to lend securities valued at $50,000, stipu
lating that he as an individual shall receive the
equivalent to the income from said securities. C
assigns his contracts to the copartnership, valu
ing them at $50,000. D agrees to contribute
services based upon his knowledge of the pro
cesses of manufacture and long experience in
the business, which he values at $50,000.
The books of account are opened with the follow
ing journal entry:
Buildings .................................... $50,000
Securities .......................................
50,000
Contracts .......................................
50,000
Manufacturing formulas, etc. 50,000
To A ’s capital account......
$50,000
B’s capital account......
50,000
C’s capital account......
50,000
D ’s capital account......
50,000

No written agreement is drawn but it is under
stood and mutually agreed that profits shall be
divided equally among the four partners.
A manager is appointed with a competent staff,
the partners being required to devote little of
their time beyond instructing the manager as to
their wishes and desires.
A fter deducting all expenses there remains a net
profit, for the period of operation, of $200,000,
which is applied as follows:
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A ’s drawing account................................
B’s drawing account................................
C s drawing account................................
D’s drawing account................................
Undivided .................................. ..............

$20,000
20,000
70,000
70,000
20,000

A and B take exception to the accounts on the
ground that C and D are not entitled to with
draw their capital; that they are entitled to onefourth only of the profits; and that without the
use of the property and securities furnished by
them (A and B) no profit could have been made.
C and D reply that their contracts and their ex
perience have produced the result and that A
and B are getting excellent return for the loan
of their properties.
After considerable discussion with no idea of a
satisfactory settlement but an express desire to
avoid “going to law”, it is decided finally to
submit the whole matter to arbitration.
You are appointed arbitrator with full powers.
Your decision to be final and binding upon all
parties.
Present your report and findings, giving reasons
for your conclusions.
The opening journal entry must not, of course,
be considered as absolute.
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3. (10 points) :
Are there any circumstances in which depreciation
may be charged against an account other than
current profit and loss? If so, cite instances,
giving reasons.
4. (20 points):
Corporations L, M, N, O and P decide that it is
to their mutual advantage to amalgamate.
The following information is on file regarding
these corporations:
Present
capital stock
and surplus

Average annual
net earnings
10-year period

Appraised
value,
net assets

$5,250,000
2,500,000
750,000
500,000
1,000,000

$420,000
300,000
150,000
110,000
180,000

$4,000,000
3,000,000
1,200,000
700,000
1,500,000

$10,000,000

$1,160,000

$10,400,000

The directors of the L corporation suggest that
the capitalization of the new company be $16,
000,000 and that each corporation receive its
pro rata share in accordance with the present
capitalization, L receiving $8,400,000, M $4,000,
000, N $1,200,000, O $800,000 and P $1,600,000.
The plan is favored by all the companies, subject
to the approval of their accountants.
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On behalf of the M, N, O and P corporations you
are asked to criticize the plan and report, sub
mitting an alternate plan if you consider that pro
posed not equitable to any or all of the com
panies which you are representing.
5. (25 p o in ts):
The following is a statement of the X Y Z Com
pany, July 1, 1923:
A ssets
Cash in banks and on hand..............................................
Customers’ accounts (g o o d )..........................................
Merchandise inventory ....................................................
Real estate and building..................................................
Operating equipment ...............

$55,000
65,000
80,000
200,000
20,000
$420,000

L iabilities
Bills payable .................................................................
Accounts payable ..............................................................
Encumbrance on real estate andbuilding....................
Reserve for building depreciation................................
Capital stock, preferred....................................................
Capital stock, common......................................................
Earned surplus ..................................................................

$35,000
45,000
50,000
20,000
10,000
20,000
240,000
$420,000

Jones and Smith each own $10,000 par value of
the common stock. They have had a serious dis
pute with regard to business policy and Smith
desires to withdraw from the corporation. As
the corporation is a “ close” one and Jones is
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unable to purchase Smith’s stock, they consult
and request that you outline a plan enabling
Smith to retire and not to impair the general
credit of the corporation.
Submit your plan and prepare journal entries for
putting into effect, on the records of the com
pany, the result of your suggestions.
Prepare a statement of the X Y Z Company after
Smith has retired from the business on the basis
suggested by you.
Actuarial (Optional)
6. (25 po in ts):
The annual sinking fund has been fixed at
$83,290.94 to redeem a bond issue of $1,000,000
at the end of 10 years. It is argued against this
plan that the payments should be $100,000 per
annum.
Demonstrate which of these two
amounts is the correct one, assuming the fund
to be invested meantime at 4 per cent. interest,
compounded annually. Show also the amount
of the saving effected by the smaller sinking
fund, discounted to maturity, and the amount
to be returned to the borrower at the end of
the period if the larger sinking fund ($100,000)
were adopted.
[1.0410 = 1,480,244.]
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NOVEM BER 16, 1923, 9 A. M. TO 12.30 P. M.
Give reasons for all answers.
(The possible credit for each question is 10
points.)
Negotiable Instruments
Answer three o f the following four questions:
1. B signed a promissory note in blank, leaving it on
his desk. During B’s absence from his desk A
took the note, filled it in for two hundred dollars
and sold it for value to C, who knew nothing
about the method by which A came into posses
sion of the note. Could C recover on the note
from B?
2. Y gave X a cheque for fifteen hundred dollars in
payment of a debt. The cheque was drawn on
the Union Trust Company. X had the cheque
certified by the Union Trust Company. On the
following day, when X was about to deposit the
cheque in his own bank, X learned that the
Union Trust Company had failed at the opening
of business that morning. X then claimed that
Y must make good for the cheque. W as X
correct in his contention?
3. Define (a) an inland bill of exchange; (b) a
foreign bill of exchange. In what circumstances
does the determination as to whether a bill of
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exchange is inland or foreign become a vital
point?
4. Name three kinds of indorsement. Give an example
of each and explain the effect of each.
Contracts
Answer two of the following three questions:
5. Chandler, owner of a chain of grocery stores in
Cleveland, Ohio, sold his entire business to Davi
son. The contract of sale contained an agree
ment by Chandler not to engage in the grocery
business for a period of ten years. Could Davi
son enforce the agreement mentioned? W hat
would have been the effect if Chandler had
agreed not to engage in the grocery business in
Cleveland, Ohio, and vicinity for a period of
ten years?
6. Under the statute of frauds, what contracts must
be in writing?
7. W hat is specific performance and when may it be
granted ?
Partnership
Answer one of the following two questions:
8. A and B were copartners. They dissolved the
partnership, A retiring from the business and
B continuing it. A fter the dissolution B con
tinued to use the same offices, on the door of
which A ’s name remained, and also continued
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to use the firm’s stationery, of all of which A
had knowledge. Many concerns not knowing
of the dissolution sold goods, as they supposed,
to the firm. Upon the insolvency of B they
sought to hold A liable. Could they ?
9. Weeks and Matthews formed a copartnership for
a five-year term. Soon after they began busi
ness, Matthews found that Weeks was engaging
in wild speculations, was almost continually in
a drunken state and was generally so conducting
himself as to cause the firm to lose its good
name and reputation. Had Matthews any
remedy?
Corporation
Answer the following two questions:
10. State generally the principal rights of a stock
holder.
11. A and B, upon the formation of a corporation,
agreed to take certain shares of the corpora
tion’s stock. They paid one-fourth of the pur
chase price, that is, one-fourth of the par value
of the stock which it was agreed should be pur
chased, but failed to make any further payments.
The corporation, after conducting business for
a time, became insolvent, and the creditors, find
ing that the corporation had no assets, sued A
and B for the balance of the purchase price of
the stock which they agreed to purchase. Did
the creditors recover?
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B a n k r u p tc y

Answer the following question:
12. W hat are the principal duties of a bankrupt under
the bankruptcy law?
Income Tax
Answer the following question:
13. W hat credits are allowed a domestic corporation
against the corporation’s net income before com
putation of the income tax?
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NOVEM BER 16, 1923, 1 P. M. TO 6 P. M.
The candidate must answer all the following ques
tions:
1. (27 p oints):
You are instructed to prepare, for a meeting of
creditors, a statement of the debts, liabilities and
assets, as at July 31, 1923, of Joseph Herman—
trading as the Globe Manufacturing Co.—against
whom a petition in bankruptcy was presented by
creditors on August 1, 1923.
The statement should show the amounts available
for payment of each class of creditors.
The following data have been obtained, partly
from the books and partly from information
supplied by Herman, the estimate of values being
as stated by the debtor.
A SSE T S

Works, buildings and land, mortgaged, cost
$25,000, estimated value, $15,000. Unimproved
land, mortgaged, cost $25,000, estimated value
$27,500. Dwelling-house, cost $12,000, estimated
value $14,000; first mortgage, $6,000, interest
accrued $150; second mortgage $4,500, at 6 per
cent., granted to his wife May 1, 1923, as se
curity for loans of $3,000 on March 1, 1923, and
$1,500 on May 1, 1923.
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Household furniture, claimed by wife, cost $3,000,
estimated value $1,500; auto delivery truck, cost
$1,200, estimated value $1,000; passenger car,
cost $650, estimated value $350; stock in trade
on hand, cost $85,000, estimated value $60,000;
stock in trade at agents for sale, cost $10,000;
estimated value $7,500 less advances by agents
of $6,000.
Cash on hand and at banks $1,250.
Protested bills and promissory notes on hand
$2,500, estimated to realize $750; trade-marks
and patents, book value $10,000, estimated to
realize $1,000; office furniture and fittings, cost
$2,200, estimated value $600; preferred stock of
the Enjee tin mines, 60 shares of $100 each full
paid, subject to recent assessment of $20 a share
under reorganization scheme, estimated value
nil; life insurance policy $5,000, surrender value
$600, less advance by insurance company $500,
assigned to wife March 1, 1923, on condition of
her paying future premiums and premium and
interest then due amounting to $125.
Disputed claim against Roberts & Co. for breach
of contract to purchase goods, $3,000, value nil.
Machinery and tools, cost $22,500, estimated value
$15,000. Machines bought on hire-purchase sys
tem, price $6,000, estimated present value $5,000,
payments already made $2,500, estimated equity
$1,250.
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Accounts receivable—good $18,000, doubtful
$7,000, and bad $5,000, estimated to realize
$22,000.
Personal property exempt by law, estimated value
$200.
J. Herman receives $1,000 per annum from his
mother, his father’s will having provided a trust
fund for three children, and the mother having
the right to distribute the income at her dis
cretion and to nominate, by her will, the children
who are to receive the principal at her death.
L IA B IL IT IE S

Accommodation paper, jointly with Alfred Brown,
now bankrupt, $20,000, due August 15, 1923;
this bill was discounted and each of the two
parties received one-half of the proceeds.
Creditors for raw materials of manufacture sup
plied to debtor (preferential claims under the
laws of the state), $15,000; other trade cred
itors, unsecured, $110,000; notes payable
$15,000; notes receivable discounted $6,500, esti
mated liability $1,500; judgment creditors’ claims
and costs $970; loan creditor for $21,700 at
6 per cent. interest, partly secured by second
mortgage on works for $10,000; interest accrued
on $11,700, $410; interest accrued on mortgage
of $10,000, $350; loan from wife made July 1,
1923, unsecured, $1,500.
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First mortgage on works at 6 per cent., $10,000;
interest due June 30, 1923, still unpaid, $350;
purchase-money mortgage on unimproved land
at 5 per cent., $15,000; interest unpaid since
March 31, 1923.
Wages and salaries due—to twenty workmen, one
week’s wages, $750; to two salesmen, salaries
and commissions for July, 1923, $310 and $240;
to works manager, salary for July, $400.
Taxes and licenses due—federal, $300; state,
$1,250; municipal taxes on dwelling-house, $250.
An assessment of $2,200 on the unimproved land,
for local improvements, was made three years
ago; this was arranged to be paid by ten yearly
instalments with interest at 7 per cent; the in
terest has been paid to July 31, 1922, and $660
has been paid on account of the principal.
Estimated capital of Joseph Herman, $21,530.
2. (15 points):
A client contemplates investing capital, as a special
partner, in a trading business which proposes to
manufacture its own products in the future in
stead of having them made by other concerns.
The business appears to be a profitable one and is
not subject to changes of fashion.
Your client has been offered one-third of the net
profits on condition that he invest $200,000 as
capital and an additional $100,000 as a loan with
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interest at 6 per cent. per annum. These funds
are at present invested to yield an average of
5 per cent. per annum.
Each of the two working partners has $100,000
capital in the business and during the last five
years each has received a salary of $5,000 and
a further average profit of 10 per cent. It is
proposed to continue the salaries of the two
working partners and to charge these and the
interest on the $100,000 loan as expense before
dividing the profits.
Assuming that the additional funds would earn,
at least, the former average profit, show the
probable income to your client from the invest
ment.
W hat advice would you give him for the protec
tion of his interests?
3. (12 po in ts):
How would you deal with the following premium
or discounts, in the first and subsequent years:
(a) An issue of preferred shares at a premium;
(b) An issue of bonds at a discount redeemable
at p a r;
(c) An issue of bonds at a discount redeemable
at a premium at a fixed date or by purchase in
the open market prior to that date. If there
were a saving by purchasing in the open market,
how should this be treated ?
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(d) State your opinion as to the correctness of
crediting to surplus account a premium on the
issue of stock. If so credited, is the premium
legally available for distribution as dividend?
4. (38 points) :
The Benson Company was incorporated June 1,
1922, for the purpose of building and selling
dwelling-houses.
The authorized capital was as follows:
Preferred, cumulative, 7% stock; 1,500 shares of $100
each ....................................................................................... $150,000
Common stock; 1,500 shares o f $5 each..........................
7,500
$157,000

At a meeting, after incorporation, the board of
directors accepted an offer by the president, in
consideration of the issuance to him of $7,500
common stock, to transfer to the company all his
rights in a three years option to purchase 150
lots of unimproved land of the Graham estate
at $400 a lot.
On July 1, 1922, the company bought a block of
land— 120 lots, each 20 by 100 feet—from the
Walker estate at $1,000 a lot, the vendor agree
ing to do the grading and sewering, make roads
and pave sidewalks. A subsequent agreement
provided, however, that in consideration of the
Benson Co.’s undertaking this work and assum300
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ing liability for a general sewer assessment of
$4,800, the vendor should allow the sum of
$42,000 from the $120,000 purchase price.
On September 1, 1922, a contract was made with
the Eastern Construction Co. for the building of
group 1, comprising two detached houses at an
estimated cost of $15,000 each and ten semi
detached houses at $12,000—total $150,000—all
on the Walker estate.
The construction company (hereafter known as
the contractor) was to receive a fixed fee of
$10,000 for superintendence and management
and to charge only the net cost of the labor,
material and direct expense of the work, whether
done by its own men or by those of sub
contractors. Payments were to be made through
the contractor on monthly requisitions.
In consideration of a guarantee to bear any excess
o f total direct building cost over $172,000 (in
cluding the $10,000 fee, but excluding extras)
the contractor was to receive 40 per cent. of any
saving between the original estimate of $160,000
and the guaranteed maximum cost of $172,000.
Extras were to be charged at cost plus a varying
percentage for superintendence.
Building operations—group 1—began October 1,
1922, and were completed March 31, 1923.
A contract was made by the Benson Co. direct
with the Valgimigli Co., March 1, 1923, for the
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excavation work and concrete foundations of
two additional groups of houses on the Walker
estate land as follows:
Group 2: for 10 semi-detached houses, contract price.. $8,500
Group 3: for a terrace of 12 houses, contract price.. 6,800

Changes were made subsequently which increased
these costs.
The total land of the Walker estate used for
building operations was 45 lots as shown below:
Group 1: Riley avenue:
For each o f 2 detached houses..........................45 ft. frontage
For each of 10 semi-detached houses..............31 ft. frontage
Group 2: Riley avenue:
For each of 10 semi-detached houses.............. 30 ft. frontage
Group 3: Neild avenue:
For the terrace o f 12 houses.................. 200 ft. frontage in all

The land was to be charged against completed
houses at the rate of $1,000 a lot of 20 feet
frontage.
Some of the houses were sold for cash outright;
others with first and second mortgages. Two
were sold direct; the rest through agents. The
first mortgages were transferred from the build
ing mortgages to the purchasers of the houses;
the second mortgages were first taken by the
Benson Co., which afterwards sold them at a
discount.
The following is a list of balances on the books of
the Benson Co. at May 31, 1923:
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Cr.
Land purchase, Walker estate, 120 lots.......... $120,000
Reserve for development o f above la n d ....
$42,000
Surveys o f W alker land......................................
650
Removal and storage, 600 loads o f to p -so il...
1,500
Option on 150 lots, unimproved land, Graham
e s t a te .....................................................................
7,500
Sales from sand-pit, W alker land......................
1,200
Sales o f top-soil, 90 loads....................................
450
Field office, cost o f building................................
1,650
Assessment on 120 lots, W alker land, for
district sewer ....................................................
4,800
Organization expense,legal and other charges
1,620
Retaining fee to lawyer, one year to May 31,
1923 .......................................................................
1,000
Legal charges for mortgages and sales o f
bouses .......................................... ......................
450
Real-estate taxes on 120 lots, Walker land, to
May 31, 1923 ........................................................
2,400
Outstanding first mortgages on houses unsold,
1 detached, $9,000; 1 semi-detached, $7,000.
16,000
Commissions, etc., on building loans................
4,800
Interest, etc., on building loans..........................
750
General expense, June 1 to November 30, 1922
3,200
General expense, December 1 to May 31, 1923
5,500
Capital stock issued, preferred, 7% cumulative
125,000
Capital stock issued, com m on..;........................
7,500
Group 1—
Paid to contractor, on requisitions.............. 156,600
Paid to contractor, fixed fee..........................
10,000
Paid to contractor, for extras and other fees 24,310
(Apportion the above three items, 10%
on each detached and 8% on each semi
detached house.)
Balance due to contractor for group 1..........
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Transfer o f labor and material to group 2 ....
Transfer o f labor and material to group 3 . . . .
Inspection fees for houses..................................
Gifts and bonuses for houses............................
Compensation paid for cancellation o f order
for mill work because o f changes in plans..
Hire-purchase instalments, saw-mill................
Fire insurance on 12 houses................................
Coal for heating houses during construction..
Planting gardens and making lawns, 12 houses
(Apportion according to feet frontage.)

250
150
1,500
150
90
320
2,000

Sales o f houses—
1 detached ..........................................................
9 semi-detached ................................................
Loss on sales o f second mortgages—
1 detached h o u s e ................................................
6 semi-detached houses ..................................
Commissions on sales o f houses—
1 detached house ..............................................
6 sem i-detached..................................................
Grading (one-half each, groups 1 and 2 ) ........
Sewering (one-half each, groups 1 and 2 ) . . .
Development, 75 unimproved lots, Walker
land .......................................................................
Architect’s fees for plans, specifications and
supervision—
Group 1 ................................................................
Group 2 ................................................................
Group 3 ................................................................
Balance due to architect................ ....................
Work billed and paid, group 2 ..........................
Work billed and paid, group 3 ..........................
Valgimigli company, 10% retained....................
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Cr.
175
125

28,500
191,650

2,100
10,375
662
3,200
4,500
2,500
13,400

4,000
620
600
1,220
9,500
7,200
1,670
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Group 2, transfer from group 1.................. ..
Group 3, transfer from group 1........................
Hire-purchase payments, concrete m ix er.. . .
(U sed equally in groups 1, 2 and 3.)
Office furniture and fixtures..............................
Petty-cash balance ................................................
Fire insurance, field office..................................
Notes payable ........................................................
First National Bank..............................................

Dr.
175
125
420

Cr.

800
250
15
10,000
15,768

From the foregoing, prepare:
(a) Statement showing the profit or loss on the
operations for the period to May 31, 1923, with
the average cost and gross profits on the de
tached and semi-detached houses sold.
(b) Balance-sheet as at June 1 (May 31), 1923,
after making such adjustments, provisions for
reserves, etc., as you think necessary from the
details presented and from the following audit
notes:
One detached and one semi-detached house of
group 1 remained unsold May 31, 1923.
Plant, material and loose tools remaining on hand
from group 1 operations were valued at $2,250.
The original cost, $3,500, had been charged to
material of group 1.
The field office was estimated to have a scrap
value of $150 after three years’ use.
The contractor for group 1 is to be charged $250
for use of the field office.
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Of top-soil stored 510 loads were on hand May
31, 1923.
On first mortgages of $16,000, on houses unsold,
interest at the rate of 6 per cent, per annum had
been paid to March 31, 1923.
Fifty per cent. of amount paid for hire-purchases
instalments is to be written off for wear and
tear.
The by-laws of the company provide for salaries
as follows: The president is to receive 10 per
cent. of the net profits for management; a fur
ther 10 per cent. is to be divided amongst five
other directors.
5. (8 po in ts):
The vendor of a business to a corporation has
taken part of the purchase price in preferred
and common stock.
On account of a decline of the annual profits, the
vendor makes a gift to the corporation of
$100,000 preferred stock, to be sold for the
benefit of the corporation.
How should this be treated on the books of the
corporation? May the $100,000 be used for
payment of dividends?
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Auditing
MAY 15, 1924, 9 A. M. TO 12:30 P. M.
The candidate must answer the following questions:
1. (10 points):
A & B, a firm, ask your advice as to the advan
tages and disadvantages of incorporating. Their
invested capital is $100,000 and their net income
(federal income-tax basis) was $30,000. Their
business, hardware retailing in a small but grow
ing town, is run by the partners and three em
ployees. W hat would you tell them?
2. (10 points):
A & B having incorporated on January 1, A dies
February 1. His executor thinks he has grounds
for believing that A did not receive his full
equity in the incorporation of the old firm. B
offers to submit all the books and records to
you as auditor acting for both parties. State
what books and records you would examine and
how you would satisfy yourself that A had or
had not received full value for his interest in
the firm. (Assume that you have not been em
ployed by either party before.)
3. (10 points):
As the result of the above audit (Question 2) you
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find A was entitled to $2,000 more for his equity,
which B settles by transferring additional stock
at par for the amount. On April 1 the books
of A’s executor show the following receipts:
(a) From sale of above-mentioned stock at par.............. $2,000
(b) Rent of property owned by A for the quarter end
ing February 2 9 ............................................................
300
(c) Dividend on railroad stock declared the previous
December 15, but received February 15................
300
(d) Six months' interest on a mortgage paid March 3 1 ..
600
(e) Refund of excess federal income tax which A had
paid three years previously........................................
300

and the following disbursements m ade:
(f) Expenses of A ’s funeral...................................................
(g) Rent of A ’s residence for January, February, and
March..............................................................................
(h) Household supplies for January....................................
(i) Cash advanced to A ’s widow, sole legatee..................
(j) A ’s federal income tax for the previous year and for
one month of the current year..................................

500
300
100
1,000
410

Items (a) to (e) are found to be included in the
revenue account of the estate, and items (f) to
(j) charged to expense. Have you any criticism
to offer?
4. (15 points):
A client comes to you for the purpose of being
assisted, so far as all accounting matters are
concerned, in the consolidation of five manufac
turing companies. H e informs you that it has
been decided that in the first place each concern
will send to him a balance-sheet as at the close
of its last fiscal year and profit-and-loss accounts
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for each of the past five years, so that a pre
liminary statement can be prepared showing the
approximate amount of common and preferred
stock of the new incorporation that will be
turned over to each of the five companies in
settlement for its net assets, etc.
The plan outlined for consolidation includes the
giving of preferred stock for all tangible assets
less liabilities and common stock for the goodwill
based upon past profits. H e asks you to prepare
for him a letter to be sent to each of these five
companies requesting such further information
as might not ordinarily appear on a balance-sheet
and profit-and-loss account, which it would be
necessary to have before you in order to prepare
the preliminary figures referred to above. Out
line the character of the information which you
would include in such a letter.
5. (15 points):
To what extent do you consider it obligatory for
an auditor to examine minutes? Illustrate by
reference to audits of different classes, such a s :
(a) An incorporated company;
(b) A university or hospital partly endowed;
(c) The governing body of a political subdivision,
such as a town council or board o f freeholders;
giving examples of the character of information
which you would expect to find in each.
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If in any of these cases you were refused access
to the minutes what would be your position ?
6. (10 points):
In auditing the books of a manufacturing concern
state fully what steps you would take to 'satisfy
yourself on the subject of the item “wages” in
the current profit-and-loss account.
7. (10 points):
Mention the chief points to be observed in report
ing upon the accounts of a partnership where
you are acting on behalf of a retiring partner,
when the business is to be continued by the
remaining partners.
8. (20 p oints):
Statement
In the course of your examination of the A-B
Company of Duluth, Minnesota, you find that
the preferred stock is issued under a covenant
that the corporation will at all times maintain net
current assets of a value twice the amount of
the outstanding preferred stock. The articles
of incorporation also prescribe that the term
“ current assets ” means the cash and bank bal
ances, merchandise, current customers' accounts
and notes, and the cash surrender value of life
insurance, if any.
The final trial balance of the A-B Company at
December 31, 1923, submitted for your verifica
tion and certificate is as follows:
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Dr.
Accounts payable...................................................
Bills payable to banks............................................
Common stock.......................................................
Cash and bank balances..................
$525,000
Cash surrender value of life insurance.
150,000
Customers’ accounts and notes.........
2,150,000
Deferred charges...............................
110,000
Merchandise.....................................
2,000,000
Plant and equipment........................
1,750,000
Preferred stock.......................................................
Stocks and bonds............... ..............
75,000
Surplus...................................................................

Cr.
$350,000
1,300,000
2,500,000

1,500,000
1,110,000

$6,760,000 $6,760,000

In verifying the bank balances you find that two
bank accounts carrying balances to the credit of
the corporation of the aggregate sum of $100,000
since August 1, 1923, have suspended payment
on all deposit balances at September 1, 1923, and
while these banks were open and conducting
business on deposits made after September 1,
1923, the $100,000 was not subject to immediate
demand and there is no information available as
to when these amounts will be released.
In your review and verification of the customers’
accounts you find that every required diligence
has been exercised prior to the preparation of the
statement above to charge to profit and loss all
customers' accounts doubtful of realization. Also
you discover that in certain territories served by
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the corporation many banks are closed on account
of agricultural and financial conditions and that
the retail dealers in these particular territories
who are customers of the A-B Company are
unable to make settlements according to the firm’s
usual terms. Your examination of the credit files
and correspondence relative thereto convinces
you that the debtors have abundant resources,
but at the date of the statement above are unable
to make remittances, also that requested exten
sions have been granted them beyond the regular
terms of credit. The aggregate of customers*
accounts in this condition is $125,000.
Questions
(a) State your understanding of the term “ cur
rent customers’ accounts.”
(b) Revise the above final trial balance of the A-B
Company at December 31, 1923, so as to give
proper expression to financial conditions as ex
pressed above.
(c) How would you report with regard to the
preferred stock covenants in the articles of
incorporation ?

312

Accounting Theory and Practice — Part I
MAY 15, 1924, 1 P. M. TO 6 P. M.
The candidate must answer the first four questions
and one other question.
I. (22 points):
The Copper Metal Mining Co. has on hand, De
cember 31, 1923, the following metals and ores:
Copper................................................... 1,000,000 pounds
Silver.......................................................
200,000 ounces
Gold........................................................
1,000 ounces
Metals in process (at cost)................
$75,000.00
Ores on hand
(at cost)................
5,0 0 0 .0 0

The company did not operate during 1922 and
had no inventory at the end of that year.
The costs, not including depletion for 1923, were
as follows:
Min in g............................................................ $1,2 5 0 ,0 0 0 .0 0
Milling and concentration.......................
700,000.00
Smelting and refining................................
330,000.00
Administrative and general expenses...
100,000.00
$2,380,000.00

Production of finished metals for the year 1923:
Copper..........................................
Silver.............................................
Gold....................................................
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Market prices of metals, December 31, 1923, listed
as:
Copper...................................................
Silver.....................................................
Gold.................................... ..................

$ . 13 per pound
.65 per ounce
20.00 per ounce

Average prices of metals realized during the year
1923 were:
Copper.............................................

$. 145 per pound

Silver................................................................70 per ounce
Gold....................................................... 2 0 .00 per ounce

From the foregoing data determine the profit or
loss in the two ways named below, before deple
tion, for the year 1923 and the value of the
inventory, at cost, as at December 31, 1923, each
metal being valued separately, on the bases
(1) that copper is the principal metal and silver
and gold by-products and (2) that each metal
bears its own share of the costs.
2. (25 points):
An incorporated firm of jobbers deals in a product
having a busy season of only six months in each
year. During that period the firm borrows con
siderable sums from bankers on sixty days
renewable notes of the company, with the per
sonal guarantees of the directors.
The bankers charge, for this service, ½ per cent.
commission and 6 per cent. interest, both de
ducted in advance, and require that a substantial
credit balance be maintained.
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Purchases are made on the terms of
per cent.
discount for payment within five days after
receipt of merchandise, 1½ per cent. for pay
ment within thirty days, and net after thirty and
within sixty days.
The selling terms to customers provide that state
ments shall be sent to them on the first day of
each month, for the goods billed from the first
to the last day of the previous month.
For payments within thirty days, 2½ per cent,
discount is allowed or 1½ per cent. for pay
ment after thirty but within sixty days; for later
payments no discount is allowed.
The president of the company recommends that
the system of financing purchases and sales
should be changed as follows:
(1) All purchases of merchandise to be paid for
by trade acceptances of the company, payable at
thirty days after receipt and acceptance of the
goods, less a deduction of 2¾ per cent. (fo r cash
discount) and plus 6 per cent. per annum interest
for thirty days on the net balance.
(2) Monthly statements, for sales of the previous
month, are to be sent out on the first day of each
month, as before, together with a trade accept
ance at 60 days from the date when sent, after
deducting
per cent. discount from the total
amount of the statement. (Customers to return
these drafts, duly accepted, within eight days.)
Renewals of the acceptances are to be allowed, in
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exceptional cases, for not more than half of the
original amount of the monthly statement, on the
following conditions: The 1½ per cent. discount
allowed previously is to he added back. To this
total there is to he added 6 per cent, per annum
interest for the additional period of credit, plus
¼ per cent. commission and cost of stamps, if
renewed for thirty days, or plus ½ per cent. and
stamps for sixty days’ extension. (It is ex
pected that renewals will be for only 3 per cent.
of the total annual sales, divided equally between
the additional thirty and sixty days’ periods.)
An offer has been received from another banker
to discount these trade acceptances at 6 per cent.
per annum, plus ¼ per cent. commission.
The average date of discounting may be taken as
the tenth of each month.
You are asked to prepare, for the consideration
of the board of directors, a statement showing
the following details:
(1) The average annual profit or loss on discount
and interest for the previous five years.
(2) The percentage of such profit or loss to the
average total sales.
(3) The effect of the proposed changes, as com
pared with the former average annual profit or
loss on discount and interest.
(4) Any other probable advantages or disad
vantages of the proposed new method of
financing.
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From the books you ascertain that the annual
averages of the previous five years have been as
follows:
Total purchases (before deducting discount, but
after deducting returns and allowances)...............
Overhead expenses.........................................................
Total sales (returns and allowances deducted)........
Gross profit (after charging overhead)......................
Discounts received on purchases.................................
Discounts given on sales.................... ........................
Bank charges for commission and interest...............

$1,317,500
212,500
1,700,000
170,000
19,500
35,000
19,250

In preparing the statement, show percentages to
nearest two figures of decimals. For calculation,
each month may be taken as thirty days and the
year as three hundred and sixty days.
3. (17 points):
The following comparative balance-sheets and in
come accounts of the A B Company are sub
mitted to you for scrutiny and comment.
Reporting thereupon, what points would you con
sider of most importance for the attention of the
management? State how you would emphasize
these in your report. Suggest any changes in
policy or remedies for existing conditions that
appear desirable. W hat additional information
would you require before rendering your report ?
Do any essential facts appear to have been
omitted?
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THE A B COMPANY
Comparative B alance-S heets — J anuary 1, 1924 and 1923
Jan u ary 1
Assets
1924
1923
fixed:
Buildings (co st)................. $1,100,000
$1,000,000
Plant
and
machinery
(cost)................................. 1,750,000
1,500,000
$2,850,000----------------- $2,500,000
Deferred:
Experimental work...........
500,000
100,000
Current:
Inventories —
Raw materials................
500,000
400,000
Finished goods...............
275,000
250,000
Supplies............................
60,000
50,000
Accounts receivable, trade
900,000
1,000,000
Accounts receivable, offi
cers....................................
80,000
20,000
Cash.......................................
200,000
300,000
2,015,000------------------ 2,020,000

$5,365,000

$4,620,000

Liabilities
Capital Stock..........................
$2,000,000
$2,000,000
Current:
N otes payable to banks.. . $1,000,000
$500,000
Accounts payable, trade..
615,000
620,000
Dividend payable..............
100,000
1,7 1 5 ,0 0 0 —
1,120,000
Surplus:

Balance, Jan. 1, 1923 and
1922...................................
Income for year 1 9 2 3 . .. .

1,500,000
250,000

Less dividend.....................

1,750,000
100,000

1,500,000

1,650,000
$5,365,000

$4,620,000

Comparative I ncome A ccounts for the Y ears E nded
D ecember 31, 1923 and 1922

Years ended December 31
1923
1922
Sales...........................................
C ost of Sales:
Raw materials:
Inventories, beginning
of years........................
Purchases........................
Inventories, end of years

$9,000,000

$8,000,000

$400,000
4,850,000

$300,000
3,850,000

5 , 250,000
500,000

4,150,000
400,000

4,750,000

3,750,000
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Direct labor........................
Factory overhead, includ
ing supplies.....................
Manufacturing Profit...........
Selling Expenses.............. ..
General and Administrative
Expenses..............................

2,200,000

2,0 0 0 ,0 0 0

1,550,000
1,800,000
--------------- -- 8,500,000----------------180,000

70,000
-----------------

N et Income..............................

500,000

250,000
$250,000

160,000
90,000
------------ -

7,550,000
450,000

250,000
$200,000

4. (12 points):
You are given the balance-sheet and income
account of a holding company owning the control
of, or a substantial interest in, fifteen other cor
porations. Upon examination, you find that the
holding company owns the entire capital stock
of five of the companies, 60 per cent. of the capi
talization of another 5 and 25 per cent. of the
capitalization of the remaining companies.
The balance-sheets and income accounts of the
fifteen subsidiaries are then submitted to you
with the request that you prepare a consolidated
balance-sheet and income account.
Explain three different methods of consolidating
the assets and liabilities of these companies.
When the stock of the underlying companies is
carried on the holding company’s books at a dis
count or premium, how would you dispose of
such discount or premium?
The holding company’s books showed net income
from dividends of $2,000,000. All the subsidi
aries had operated during the year at a profit
equal to the dividends declared except one of the
60 per cent. owned companies which had paid no
319

ACC O U NTIN G TH EO R Y A N D PRACTICE

dividends and had sustained a loss of $3,000,000.
Is this loss reflected in the consolidated income
account ?
Why is a consolidated balance-sheet preferable to
a holding company balance-sheet?
5. (24 po in ts):
Prepare a federal income tax return for the year
1923 from the following information:
Your client, Arthur V. Sheridan, was the head of
a family consisting of his wife, himself, four
dependent children and his sister, aged 15, the
expense of whose education and maintenance was
borne by him.
In 1923 his wife received a legacy of $50,000 in
first Liberty loan second converted 4% per cent.
bonds; the interest received on these bonds in
1923 was $1,000.
His sister is one of the beneficiaries of a trust
fund; her share of the income in 1923 was $560.
The income is being accumulated until she
reaches the age of 21.
In 1916 your client received $100,000 common
stock of the A T Corporation for his services
as founder. This stock he transferred to his
wife. It had then no market value and paid no
dividends in 1923, control of the corporation be
ing acquired by a larger company, which paid
$100,000 to secure this common stock.
Remuneration received by A. V. Sheridan, as
director of several undertakings, was $12,000 for
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the year 1923. Interest received on mortgages,
notes and bonds amounted to $1,256. Dividends
received on preferred stocks of American cor
porations were $894 for Arthur V. Sheridan and
$620 for his wife. A preferred dividend of
$240 was declared December 25, 1923, payable
January 1, 1924, on stocks owned by your client.
His expenses during 1923 were as follow:
Business traveling expenses, including repairs and
supplies for passenger car, $1,120; office rent,
etc., $620; legal expense, $300; loss on loans to
A. Jones, $800; loss through insolvency of
stockbroker, $7,500; loss on speculation in Ger
man currency, $1,200; loss on farming operations
at summer home, $832; loss on investment in
Bolivian bonds, sold December 22, 1923, $7,500.
Loss on loan made to High Power Steel Com
pany, $12,500; this amount was lent on deben
tures: preferred stock, value $3,000, was re
ceived in settlement of claim on reorganization
of the company in 1923.
Other expenditures during 1923 were interest paid
on loans, $857; real-estate and state taxes paid,
$1,075; contributions to charities, churches and
colleges, $560; to political associations, $250.
A. Show the amounts payable for normal tax and
surtax.
(The surtax rate for 1923 was 1 per cent. for
taxable income over $6,000 but not over $10,000,
with 1 per cent. increase in the tax on each
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additional $2,000 up to $30,000 and over, but
not exceeding $32,000, on which the tax was
13 per cent. The rate then increases 1 per cent.
on each additional $2,000 up to $98,000/
$100,000 on which the rate is 47 per cent.)
B. State an alternative method of making the re
turn, by which a saving could be effected in the
amount of taxes payable, and give the necessary
figures.
A C T U A R IA L

(O P T IO N A L )

6. (24 points):
The British debt to the United States, to be paid
by the issuance of bonds, is four billion six hun
dred million dollars. I f interest for the first ten
years is to be paid at the rate of 3 per cent. on
the annual balance outstanding and thereafter at
3½ per cent., what equal annual payments will
discharge the debt with interest in sixty-two
years? W hat debt remains at the end of the
tenth year?
(Given) v10 @ 3% = .74409412
v10 “ 3½ % = .708918
v52 “ “ = .16714824
v62 “ “ = .11 8 4 9 4 5
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MAY 16, 1924, 9 A. M. TO 12.30 P. M.
Give reasons fo r all answers.
Negotiable Instrum ents
Answer three of the following four questions:
1. Under the negotiable instruments law, (a) how
would you determine the principal amount of the
following note:
January 1, 1924. Three months after date I
promise to pay to the order of John Jones the
sum of One Hundred Dollars ($10.00), value
received, with interest
(Signed) R ichard S m ith .
(b) Where would you present it for payment?
2. Bowman, a resident of Middleport, N. Y.,
purchased a piano from the X Piano Company
of Buffalo for $300, giving the Piano Company
$50 in cash and the following note:
B uffalo, N. Y., May 29, 1906.
$250.
On or before one year after date I promise
to pay to the order of X Piano Company Two
Hundred and Fifty Dollars at 418 Main Street,
Buffalo, N. Y. Value received with interest.
The piano for which this note is given shall
remain the property of X Piano Company until
the note with interest is paid.
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On June 3, 1906, the payees endorsed the note
and transferred it to Buffalo National Bank for
value.
On August 6, 1906, Bowman paid to the Piano
Company $50 on account of the note and on
December 1, 1906, the further sum of $100.
Both of these payments were accepted. Neither
payment ever came into the hands of the Buffalo
Bank.
In May, 1907, the note having been presented for
payment, was refused and the bank sued for the
full amount. Could it recover?
3. W hat is the duty of a bank, at which a note is
made payable, and in which the maker has suffi
cient funds on deposit, when the note is pre
sented for payment?

4. What is a trade acceptance? Explain its use.
Contracts
Answer two of the following three questions:
5. X wrote to Y offering to sell Y 2,000 3-inch
boiler tubes for $2.25 each. Y replied, “ I will
buy 1,200 tubes at your price.” Y claimed a
contract was made and that X was bound to
deliver the 1,200 tubes. Was he?
6. Wickham, a New York business man, had title
to a large timber tract in the Northwest which
he honestly believed contained approximately
5,000,000 feet of lumber, such belief being
based on reports of competent timber experts.
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Wickham contracted to sell the tract to Monroe,
both believing the reports in Wickham’s posses
sion to be correct. Actually, unknown to either
party, the tract had been stripped of good timber
between the time of Wickham’s survey and the
time of sale. What was Wickham’s position?
7. X lawfully came into possession of an oil
painting which he sold to Y for $75. A fter
wards X found that the painting was a valuable
one, worth at least $1,200. He tried to collect
$1,125 from Y. Could he? Discuss the principle
involved.
Partnership
Answer one o f the following questions:
8. Robert MacFarlane died and in his will he gave
to his two sons, Robert, Jr., and William, his
property at No. 24 A street, with all the ma
chinery, fixtures and implements connected with it
and used in the dyeing business, each son to share
equally. The two sons went into possession of
the property and for two years conducted the
business, dividing the profits equally. Then
Robert, becoming dissatisfied, began an action
against William for the partition of the real
property (partition being an action by which
real estate alone may be divided between co
owners). William defended on the grounds that
he and his brother were partners and that until
the copartnership was wound up, creditors were
paid and the partners' interests adjusted, the
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property at No. 24 A Street was personalty and
could not be the subject of a partition action.
Was William’s defense good?
9. Tompkins and Sheehan agreed to engage, as
partners, in the business of manufacturing radio
apparatus, the business to be conducted in
Tompkins’s name. Tompkins bought certain
goods for use in the manufacturing business, the
seller knowing nothing regarding the partnership.
Subsequently the business failed and the seller,
hearing about the partnership, sought to hold
Sheehan. Could he do so?
Corporations
Answer one of the following questions:
10. Name three ways by which a corporation may
be dissolved.
11. The X Company, of Pennsylvania, manufac
tures articles and merchandise used all over the
United States. Its business in Massachusetts
was handled through the A Company, a large
jobbing house, which purchased from the X
Company in Pennsylvania and resold to retailers
in Massachusetts. The X Company maintained
no office in Massachusetts, was never licensed
to do business in Massachusetts and paid no taxes
to that state. Four times a year salesmen from
the home office of the X Company canvassed
the retail trade in Massachusetts, educating the
trade in the use of the X Company’s products
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and taking orders. Such orders were immedi
ately turned over to the A Company by the sales
men, the A Company filling the orders from its
own stock, purchased from the X Company. The
state of Massachusetts levied taxes against the
X Company on the business thus done and
added heavy penalties on the ground that the X
Company was doing business in Massachusetts
without having obtained the necessary license.
Was the state successful in collecting?
Bankruptcy
Answer the following question:
12. The Jones Company went into bankruptcy.
The trustee went into possession and proceeded
to liquidate. A year later the federal internalrevenue department claimed a large portion of
the assets in the trustee’s hands, for the pay
ment of additional income tax assessed, found
due on the audit of previous tax returns. The
trustee resisted payment on the ground that
claim had not been filed within one year as re
quired by the bankruptcy act and was therefore
barred. W as the trustee correct?
Income Tax
Answer both the following questions:
13. The X Company during the year 1922 sus
tained a net loss of $33,000. In 1923 the com
pany made a net profit of $58,000. In making
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up its return for 1923, it deducted from its net
profit for the year its net loss sustained in the
year 1922, paying a tax on the difference. Was
the return correct?
14. Bender bought 77 shares of stock of Southern
States Oil Company on December 2, 1922, for
$1,266.50. On February 9, 1923, he received a
stock dividend of 23 shares. He sold the hun
dred shares on July 12, 1923, for $2,284.40.
On what amount was he taxable and why ?
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MAY 16, 1924, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions:
1. (27 points) :
Drafts of the profit-and-loss accounts and the
balance-sheet of the Atlantic Trading Company,
showing the results of operations for the year
ended December 31, 1923, were prepared for
submission to the directors in January, 1924.
Before they were approved, a report of an investi
gation of the accounts of the company for the
years 1919, 1920 and 1921 was received from
the internal-revenue department. This report
reduced considerably the large amounts of de
preciation written off various assets and made a
claim for the difference as additional excess
profits and income taxes.
The claim was subsequently paid, and the directors
decided to have the accounts for the years 1922
and 1923 and the balance-sheets at the end of
those years redrafted in order to bring them into
agreement with the figures shown in the internalrevenue report.
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The accounts on the books of the company appear
as follows:
Additions Depreciation
Balance
Property Accounts
Valuation
during year
D ec. 31
1922
Jan. 1
forward
Real estate.................... $ 200,503.79 *$2 ,2 4 9 .0 8 $ 10,162.61 $ 192,590.26
2 ,0 8 7 .8 9
1 ,918.07
1,799.01
Machinery and tools..
2 ,206.95
31 ,0 0 0 .4 8
1 2 ,360.08
40,1 6 1 .4 6
2 1 ,5 2 1 .0 6
Auto trucks....................
132.50
132.50
Horse trucks.................
575.00
583.34
791.66
Horses............................ .
8 0 0 .00
61.05
245.70
221.75
85.00
Harness.......................... .
2 ,9 0 9 .8 6
1,610.59
3 ,0 7 3 .6 9
Office furniture............. .
1,7 7 4 .4 2
$227,184.42

$38,5 9 4 .4 8

$2 6 ,988.94 $238,789.96

1923
Real esta te.................... . $ 192,590.26
Machinery and to o ls....
2 ,0 8 7 .8 9
Auto crocks............ . . . .
4 0 ,161.46
Horse trucks.................
H orses.............................
791.66
85.00
Harness.......................... .
3 ,0 7 3 .6 9
Office furniture.. . . . . . .

*$2 10.00
1 ,235.38
8,7 8 2 .4 1
112.58
700.00
80.00
3 ,2 6 4 .5 4

$3 ,3 0 0 .2 6 $ 189, 500.00
1,567.54
1.755.73
17,134.84
31,809.03
66.92
45.66
741.67
749.99
143.00
22.00
3 ,4 0 0 .8 6
2,937.37

$238,789.96

$ 14,384.91

$26,543.28 $226,631.59

Property Accounts

The internal-revenue agents traced back the orig
inal costs of the assets and all additions. Against
these total costs they created depreciation re
serves at the rates shown below.
You are required to take their figures as at the
date to which their examination was restricted
(December 31, 1921) and to extend them fur
ther, on the same basis, to December 31, 1923.
Then bring the amounts of total cost into the
accounts of the company, create the necessary
reserves for depreciation and state the adjust
ments required in the profit-and-loss accounts,
surplus account and balance-sheets at December
31, 1922, and 1923, in order to show the effect
of these changes.
* The additions to real estate in 1922 and 1923 apply to sheds.

330

ACC O U NTIN G TH EO R Y A N D PRACTICE

The amounts of additions to the assets, stated in
the books of the company for the years 1922 and
1923, are to be taken as correct.
Note that the item of real estate has been divided,
by the internal-revenue agents, into three separate
classes to show different rates of depreciation.
S ummary of R eport of

I nternal-R evenue D epartment
A gents

Total cost Depreciation Annual rate
of deprecia
to
reserve
Jan. 1, 1922 Jan. 1, 1922 tion allowed
Real estate (see below):
Machinery and to o ls...
Auto trucks....................
Horse trucks..................
Horses..............................
Harness...........................
Office furniture..............
Real estate:
Land............................
Sheds...........................
Brick buildings.........

$8,701.97
72,297.42
1,691.63
5,788.17
1,444.59
5,576.92

$4,306.77
37,429.11
680.39
2,873.07
1,116.92
1,311.03

20 %
20 %
20 %
33½%
10 %

164,364.60
9,581.14
39,596.93

(none)
1,578.11
2,143.88

(none)
10 %
2 %

$51,439.28

Depreciation
reserve
(not allocated to spe
cific assets) for period
prior to Jan. 1, 1919.

...................

12,718.36

$309,043.37

$64,157.64

2. (10 p oints):
A certain manufacturing concern makes tools and
other equipment for use in its own plant and
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charges them to the capital asset accounts at the
market value (which is in excess of cost) and
credits the difference between the market and
the cost value to profit-and-loss for the period in
which the tools and other equipment are
manufactured.
In the examination of the customers’ accounts of
this concern, you find certain credit balances
aggregating $13,011.31 arising out of allowances
for returned goods, defective goods, etc. It has
been the practice of the company to deduct items
of this nature from amounts due from custom
ers and to state the net difference in the balancesheet as “uncollected customers’ accounts.”
W hat is your criticism of these methods?
3. (23 points):
The following is a summary of the cash receipts
and disbursements of the trustees of the late
R. A. Armstrong and distribution of the estate.
Under the terms of his will, Mr. Armstrong left
all his estate in trust for his two children with
the exception of his life insurance of $500,000
and his home, valued at $100,000, which he be
queathed to his widow, an annuity to his sister
and sundry legacies. The income from the estate
he instructed the trustees to pay to his widow
during her life.
Receipts:
Cash and bank balances at date of death............
Life insurance............................................................
Income from bond interest.....................................
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Income from dividends on stock.............................
Income from dry-goods business, n et....................
Sundry debtors at date of death.............................
Proceeds of sale of dry-goods business, including
new buildings and equipment..............................
Securities sold, stocks and shares...........................
Securities sold, bonds and debentures...................

10,000
500,000
15,000
5,500,000
1,000,000
500,000
$8,080,000

Disbursements:
Sundry creditors at date o f death...........................
Inheritance ta x ............................................................
Sundry legacies paid in full......................................
Mrs. Armstrong, net income....................................
Advances to heirs ($100,000 each)..........................
Legal expenses.............................................................
Funeral expenses........................................ .............
Cost of constructing extension, dry-goods store..
Cost of annuity for Miss Armstrong, deceased’s
sister............. ............................................................

$5,000
800,000
300,000
300,000
200,000
400,000
15,000
700,000
500,000
$3,220,000

Balance, being net amount of estate to be divided
equally between the two children...........................

$4,860,000

From the figures and information given above, you
are asked to prepare correct capital and revenue
accounts and state the balance due to the widow
and each of the children. (Consider that the
widow should receive all the income collected.)
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4. (23 points):
You are instructed to investigate the financial con
dition of a concern by a client who is a large
creditor. He informs you that the company
about to be investigated has been falling behind
in payments and believes that this is caused by a
too extensive application of funds, or use of
working capital, for the construction of new
plants, etc. He furnishes you with a statement
supplied by an officer of the company as at the
beginning of the year, on the basis of which
credit was granted, and requests that you make
a report on the financial standing of the concern
at the end of the year and on the situation in
general.
You find that the company has no general ledger,
but that a cashbook, sales book, voucher register
and accounts-receivable ledger are kept. You list
the assets and liabilities, with the exception of
the plant (of the cost of which there is no
record in evidence), and obtain the following re
sult of conditions as at the end of the year:
Cash............................
Accounts receivable..
Inventories.................
Sundry assets............

$5,000
24,000
18,000
4,000

Total assets, ex
cepting p lant. . .

$51,000
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Bank loans...............
Notes payable.........
Vouchers payable.. .
Mortgages payable..

$14,000
20,000
75,000
10,000

Total
liabilities,
excepting capital $119,000
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The balance-sheet, presented by the officer repre
senting the company, at the beginning of the year
was as follows:
C ash............................
Accounts receivable..
Inventories.................
Sundry assets. . .........
Plant............................

$40,000
38,000
20,000
4,000
250,000

Bank loans...............
N otes payable.........
Vouchers payable.. .
Mortgages payable..
Capital stock...........
Surplus......................

$352,000

$10,000
15,000
60,000
10,000
50,000
207,000
$352,000

An analysis of the books of original entry for the
year furnished the following summarized results:
Cashbook receipts:
C ash..............................................................
Discount........ . ............................................
To accounts receivable.........................
Bank loans..........................................

$852,500
7,500
$850,000

10,000

Cashbook disbursements:
Vouchers payable.......................................
Bank loans payable..................................

838,500
16,000
854,000

To cash.....................................................
Discount..............................................

500

S a le s book:

Accounts receivable...................................
To sales....................................................

852,000
852,000

Voucher register:
New constructio n .......................................
Operating expenses....................................
To vouchers payable............................

25,000
798,000
823,000

From trustworthy information, it was gathered
that the inventories had decreased $5,000 during
the year.
Having completed your investigation and reached
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conclusions for the purpose intended, what will
be the report to your client?
5. (17 points):
The following propositions are presented:
1. Depreciation of physical property is continuous
and unavoidable.
2. Interest on invested capital is an element of
cost.
3. Cash is a current asset.
4. True value of inventories is cost or market,
whichever is lower.
5. True value of fixed assets on the books of a
going concern is replacement value.
6. Interest paid previous to operation of a new
plant is part of cost of plant.
7. Dividends on stocks accrue day by day.
8. Inter-company profits belonging to minority
stockholders have no place in a consolidated
balance-sheet.
Without copying or discussing the foregoing
propositions at any length, indicate to which of
the categories following they belong:
A. Statements of incontrovertible fact, or
B. Statements which are not strictly true.
C. Statements of accepted accounting principle or
procedure which are correct, or
D. Statements of accepted accounting principle or
procedure which are incorrect, or
E. Controversial statements of accounting prin
ciple or procedure for which reputable authority
may be found on both sides.
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Examinations of November, 1924
Auditing
NOVEM BER 13, 1924, 9 A. M. TO 12:30 P. M.
The candidate must answer all the following questions:
No. 1 (8 points) :
Define and distinguish between depreciation, obso
lescence and amortization. State what, in your opinion,
are proper rates for writing off four of the following
assets:
1. Brick buildings
2. Banking office equipment
3. Machinery
4. Book plates
5. Steel ships
6. Motion picture productions
No. 2 (8 points) :
What items in the balance-sheet of a manufacturing
and trading concern would you normally classify as
current assets and current liabilities? State upon what
tests you would rely to determine whether items in part
or in entirety were properly classified under such head
ings.
No. 3 (8 points) :
State your views of a proper differentiation between
(a) capital expenditure and expense, (b) current
income and deferred income and (c) deferred charges
and deferred assets.
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No. 4 (8 points) :
Describe how you would proceed in the audit of a
bank, having a capital of $1,000,000, to verify the cash
on hand and in banks amounting to $2,426,725.90; the
collateral loans; the bank’s own investments.
No. 5 (8 points) :
The total amount of the inventory of merchandise of
a trading concern is shown to have been increasing each
year while the gross profits have been diminishing. State
the probable reasons for this and how you would pro
ceed to discover the real cause. Suggest some method
of preventing the over-valuation of the inventory and
the accumulation of unsalable stock.
No. 6 (10 points) :
W hat procedure would you follow in verifying the
inventories of (a) a department store, (b) a manufac
turing concern operating a cost system in which unfin
ished work is controlled by a “work in process” account
on the general ledger?
State, as to (b), whether you would accept, as the
inventory figure, the balance in the controlling account
or the detailed cost sheets and what circumstances
would govern your decision. Mention two circum
stances, apart from mathematical errors, in which you
would ask that the figures presented for work-in-process
inventory be reduced.
No. 7 (8 points):
Describe how entries dealing with consigned goods
should appear on the books of the consignor and those
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of the consignee and through what data the entries
arise.
On the books and on the balance-sheet of a con
signee, you find among the items, “Consigned goods
unsold $98,425.00” and “Consignor’s account for unsold
goods $98,425.00.” Are these items strictly in order?
Give your reasons.
No. 8 (8 points) :
Draft with illustrative entries (a) form for compu
tation of unexpired insurance, (b) form to provide the
proper amount for monthly entry on the books of bank
discount on loans. From your illustrations provide the
journal entries for charging the proper expense accounts
and for carrying forward, or setting up, the balance of
the asset or the liability, as the case may be.
No. 9 (8 points):
During the course of an audit of a manufacturing
concern, the owner states to you that on account of ex
tensive repairs the building has been maintained in per
fect condition and, in fact, was in better condition at
the close of the year than at the beginning and there
fore no depreciation should be written off in the year.
State what your position, as auditor, would be toward
the owner and with respect to the accounts on the
books, giving your reasons. State, also, what your posi
tion would be with reference to a balance-sheet cer
tificate.
No. 10 (8 points):
W hat attitude should an auditor take with respect to
the refusal by the officers of a corporation to produce
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its minute-book for inspection in a balance-sheet audit
which is being made for the first time, although the cor
poration has been in existence for ten years? Explain
fully.
No. 11 (8 points) :
Discuss your position, as auditor, in the following
instance:
It has been customary for a certain concern to hold
open its books at the end of the year for, approximately,
fifteen days and mark back, as of the closing date,
sundry transactions occurring in the interim, consist
ing of the collection of open accounts and cheques
drawn in payment of purchase and expense bills bear
ing date prior to the end of the year.
No. 12 (10 points) :
The directors of a certain corporation submitted a
statement to its bank in which the net income for the
year was shown to be $115,000.
You are engaged by the bank to audit the books of
account and records of this corporation for the pur
pose of verifying the net income as shown by the
statement.
Your audit discloses the following facts which were
not taken into consideration:
(a) There was no provision for depreciation, amount
ing to $27,500 ;
(b) Dividends of $12,500, on preferred stock, were
payable on the day following the closing of
the books;
340

AUDITING
(c) Machinery, manufactured by the company for
its own use, had been charged to plant account
at market prices;
(d) In accordance with the terms of a trust deed,
und er a bond issue, $15,000 should have been
credited to a sinking fu n d ; and

(e) There was included in the net income, reported
by the directors, $18,000 derived from trans
actions apart from the usual business opera
tions of the company.
State in what respects the net income, as reported by
the directors, is incorrect and explain how each of the
above items should be treated on the books of the cor
poration at the closing date.
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Accounting Theory and Practice—Part I
NOVEM BER 13, 1924, 1 P. M. TO 6 P. M.
The candidate must answer the first three questions and
one other question.
No. 1 (25 points) :
La Belle Manufacturing Company makes a product
which retails during the summer and fall, the sales being
particularly heavy the first half of the calendar year.
For certain reasons, the company stores its finished
product in a licensed public warehouse from which all
shipments are made.
The general manager, who is also the treasurer, has
a contract whereby he receives an annual salary of
$12,000 plus a bonus of 10% of the net profits of the
company, both charged to administrative expense. The
bonus is computed semi-annually but payment with
held until after the audit report is received.
Your audits of the books of this company have been
made without restriction for several years. In your
report for the six months ended December 31, 1923,
you make the following two statements:
E xhibit C
P rofjt- and - loss S tatement

31, 1923
Sales, less returns and allowances---------------$213,900 100.00%
Deduct—
Cost of goods sold, per exhibit D.
__
89,800 41.98%
FOR THE SIX MONTHS ENDED DECEMBER

Gross profit on sales--------------------------342

$124,100

58.02%
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Brought forw ard..................................... $124,100
Deduct—
Selling exp en se................................. $26,075
Administrative expense, including
bonus ...................................... .......... 35,525
------------

58.02%

61,600

28.80%

Net profit on operations.....................................
Deduct—
Financial expense .................. ........................

$62,500

29.22%

27,800

13.00%

Net profit, to surplus................... ............ ...........

$34,700

16.22%

Exhibit D
S tatement S howing Cost of M anufacture
of S ales
FOR T H E S IX M O N TH S ENDED DECEMBER

and

C ost

31, 1923

Goods in process, beginning o f period...........................
Raw materials used............................................................
Direct labor ..........................................................................
Factory overhead ................................................................

$33,680
769,360
433,632
202,713

Goods in process, end of period.....................................

$1,439,385
110,556

Cost of manufacture............................................................$1,328,829
A ddFinished stock, beginning inventory...........................
167,291
$1,496,120
Deduct—
Finished stock, ending inventory.................................

1,406,320

Cost o f goods sold...................................... .........................

$89,800
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T h e am ount of net profit carried to surplus does not
seem unusual but in m aking up y our percentage analysis
you are forcibly im pressed w ith the rate p e r c e n t of
gross profit. A n exam ination of your previous reports
show s rates averaging 20% , w hich leads you to believe
th a t som ething m ust be w rong.
A review of y o u r audit procedure assures you th a t
y o u r w ork is correct and you conclude th a t if erro r
exists it m ust be in th e inventory of finished goods,
D ecem ber 31, 1923. T h e cost o f these goods has been
obtained by freq u en t periodic tests th ro u g h out the year
w herein all costs entering into the product are carefully
noted. Y ou check th e com putations o f the value o f
goods in process, D ecem ber 31, 1923, and find them
correct, but a fu rth e r investigation regarding the
finished stock furnishes you w ith th e follow ing tru st
w orthy d a ta :
Balance in warehouse, June 30, 1923......................... 90,700 gross
Additions to storage, per deposit receipts, July 1
to December 31, 1923.................................................. 674,100 “
764,800 gross
Deductions from storage, per orders
on file, July 1 to December 3 1 , 1923:
Out of receipts prior to July 1,1923 23,810 gross
Out of receipts subsequent to June
30, 1923 ........................................... 64,790 “

Balance in warehouse, December 31, 1923............... 676,200 gross
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Make whatever changes in the above operating state
ments you deem necessary, but, as these statements are
in agreement with the books, it is essential that you
explain any changes you make, redrafting the state
ments. If no changes are made, what comments would
you make in your audit report?
No. 2 (32 points):
The I. Roussim Manufacturing Corporation is re
quested by its bankers to file with them a balance-sheet,
duly certified, showing its condition as of December
31, 1923.
The corporation asks you to examine its books of
account and certify to the following balance-sheet
which is in accord with the general ledger.
B alance - sheet — D ecember 31, 1923
A ssets

Land .....................................................................
Building ...............................................................
Machinery ...........................................................
Furniture .............................................................
Goodwill — .........................................................
C a sh ..................
Receivables ................
Investments .........................................................
Inventory .......... ...............................................
Prepaid expense .................................................

$80,000
127,500
224,000
5,000
100,000
33,800
120,000
50,000
155,000
2,575

Total — ......... ........... ............................... ..

$897,875

L iabilities

Notes payable — .......... - ................................. . $120,000
Creditors — ......... - ...........................................
62,000
Bonds ................................................................... 100,000
Total ......... ............- .....................................
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Net worth:
Capital stock
................................... ..........$500,000
Undivided profits ................................... ........ 115,875
------------

$615,875

Your examination discloses the following:
A. The land was valued by an appraisal company as
at July 10, 1923, and the appraisal increase of $39,500
credited to undivided profits.
B. The building, machinery and furniture were re
corded at cost. Depreciation had been written off reg
ularly and at an adequate rate, viz.:—buildings, $22,500;
machinery, $96,000; furniture, $3,000.
C. The goodwill has been estimated by the officers
of the corporation and the amount credited to undivided
profits, July 1, 1923.
D. The cash balance is composed as follows:
On hand
-.... ...................... .......................... . ............. $2,000
1,800
Defunct state bank..................... ..................... . ...............
X national bank------------------- ______ _______________ 33,000
Y state bank (overdraft)----- _____________________ (12,000)
9,000
Sinking-fund trustees ______ _____________________
$33,800
The cash on hand includes I. O. U .’s of a former salesman, $575;
the defunct state bank has been closed for some time; the
receiver expects, eventually, to pay 50 cents on the dollar;
the overdraft in Y state bank is caused, partly, by holding
open the cashbook and entering, as of December 31, 1923,
cheques issued to creditors in January, 1924, amounting to
$9,000.
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E. The receivables include:—$15,000 initial payment
for new machinery ordered under contract, in amount,
$45,000; $20,000 consignment sales on which a profit
of $6,000 is expected; claim $16,000 for refund, treas
ury department. This claim, with an amended return
for 1921, was filed with the local collector December
27, 1923.
F. Investments consist of U. S. Liberty bonds at par
which are pledged on notes payable.
G. The inventories, priced at cost, are as follows:
Raw m aterials------------------------------------------------------Goods in process__________________________________
Finished g o o d s ___________________________________

$52,000
16,000
87,000
$155,000

H. Prepaid expense consists of prepaid insurance,
$1,650, and office supplies, $925.
J. Notes payable include a demand note due the presi
dent in amount $30,000 and $50,000 due X National
bank secured by the U. S. Liberty bonds: the balance
to other banks.
K. Creditors’ account includes payroll, $18,000, and
accrued interest, $320.
L. Bonds, issued January 1, 1921, 30 years, 6% ;
sinking-fund payment required, $3,000 yearly.
M. Capital stock:
6% preferred, authorized and issued_____ __________ $300,000
Common, authorized and issued--------------------------------- 200,000
Dividends were declared and paid in July, 1923, 3% on pre
ferred and 2% on common. On January 15, 1924, 3% was
declared on preferred and 4% on common, payable Feb
ruary 15, 1924,
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N. The undivided-profits account showed a
Debit balance, January 1, 1923, o f................................... — $27,825
Credits for the year 1923------------------------------- ------- - 156,700

Dividends, July, 1923-------- ------- ---------------------------- -

$128,875
13,000

Credit balance, December 31, 1923........... ........................ $115,875

Prepare your own balance-sheet from the foregoing
and attach certificate. State briefly your reason for
each change made.
No. 3 (18 points) :
The treasurer of the Standard Company wishes to
buy the interest in the company owned by the retiring
president. The price agreed upon is the correct book
value of the capital stock. Both officers wish to be fair
but doubt exists as to whether the book values of fixed
assets are correctly stated.
During the first four years the depreciation taken
depended upon the profits made. At the end of the
fourth year an internal-revenue officer examined the
returns of the company together with its records and,
for taxing purposes, established the following rates
which were accepted:
M achinery................. ........ .................. ....... ............................

5%

Furniture and fixtures............................... ..................................

15%

At the beginning of the 5th year, the company en
tered upon its books the values as set forth in an
appraisal recently completed. Thereafter, it depreci
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ated on the cost values at the rates prescribed by the
government officer.
A detailed schedule of the fixed assets follows:
Jan. 1, '18 Depre
Cost
ciation
$7,500
None
Land...........
Buildings—_ 45,000
None
Machinery.... 28,000 $15,000
T o o ls____ „
2,100
1,700
Furniture....
3,000
1,500
$85,600

Dec. 31, '21
Carrying
value
$7,500
45,000
13,000
400
1,500

$18,200

$67,400

Ja n . 1 , 1922
Appraisal value
New
Sound
$10,000
$10,000
93,662
100,000
48,483
60,000
3,504
4,000
5,000
4,790
$179,000

$160,439

The following is the balance-sheet, December 31,
1923, from which it will be seen that the “sound”
values were placed upon the books, January 1, 1922,
and depreciation taken on original costs at government
rates:
A ssets

Current ------------------------$161,318
Fixed—less depreciation ..................................... 154,519
Deferred charges — ............................................
1,553
------------$317,390
L iabilities

Current ------------------------------------------- ------- $83,010
Capital stock (par $100)----------------$300,000
Less, deficit -----------------------------65,620
------------ 234,380
------------$317,390

Give the correct book value per share and show how
you arrive at your figures.
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No. 4 (25 points) :
You are engaged by the M Manufacturing Company
—organized January 1, 1923—to audit its books for the
calendar year 1923. You do the work the latter part of
February, 1924, taking an inventory as of February
29, 1924, which is as follows:
Article

A _____
B _____
C._____
D _____

Twelve months 1923 Inventory Jan.& Feb., 1924
Production Sales Dec. 31, ’23 Production Sales

70,000
60,000
25,000
40,000

60,000
57,000
22,000
35,000

10,000
3,000
3,000
5,000

4,000
9,000
5,000
3,000

8,000
9,000
7,000
4,000

Inventory
Feb. 29, '24

6,000
3,000
1,000
4,000

Investigation discloses that the selling prices have
remained constant, a discount of 20 and 10 being
allowed from the list price with an additional 1% for
cash in 10 days.
The company has no cost system, but costs have been
estimated by the factory superintendent who is vicepresident of the company. Your check of the produc
tion costs and the sales discloses the following:
Article
A _________
B ______
C_________
D _________ .....

Superintendent’s
estimated cost
$3.50
4.80
4.25
2.00

Your
corrected cost
$4.50
3.20
2.89
3.50

List price
$6.00
10.00
8.00
4.00

At a conference you explain to the officers that the
estimated costs are incorrect because of errors in dis
tributing factory overhead. They accept your corrected
costs and change the list prices of A and D to $6.50 and
$4.75 respectively, effective March 1, 1924.
350

ACC O U NTIN G T H E O R Y A N D PRACTICE

The books of the company have been closed, showing
an operating profit of $32,654.80 for the year 1923,
which was carried to surplus, the inventory of finished
goods being priced at estimated cost.
W hat changes, if any, would you make in the inven
tory? W hat effect would such changes have on the
profit-and-loss statement? How would you show the
inventory on the balance-sheet? Give reasons for your
answers.
Actuarial (Optional)
No. 5 (25 points) :
A lends B $1,000 for 8 years, interest 5%, payable
annually. B pays A $50 per annum, interest, and pro
vides a sinking fund by annual payments at interest
dates to meet the principal of the loan at maturity. He
is unable, however, to invest the sinking fund at a rate
higher than 3%.
(1) What is the annual cost of the loan to B?
(2) If, in place of making these payments to the
sinking fund, B pays the amounts to A (who, also, is
unable to invest these and other small sums at a rate
higher than 3% ) :
(a) W hat difference does this make to A ? Give rea
sons and proof.
(b) Show, in tabular form, how A should record
these transactions on his books.
Given:
( l + i ) 8@3% = 1.266770
( l + i ) 8@5% = 1.477455
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NOVEM BER 14, 1924, 9 A. M. TO 12:30 P. M.
Maximum credit for each question answered is 10
points.
Give reasons for all answers.
Negotiable Instruments
Answer three o f the following four questions:
No. 1:
Taylor held Thompson’s note for $400. Taylor was
indebted to Thompson on an open account for $400.
Taylor transferred the note to King in the usual course
of business for value. When due, King presented the
note to Thompson, who refused payment on the ground
that Taylor owed to him, Thompson, an amount equal
to the note. Did Thompson, the maker, have a good
defense?
No. 2:
Styles made a note to Johnson dated January 1, 1924,
and due April 1, 1924. The note contained no provision
as to interest. The note was not paid by Styles when
due but it was allowed to run until September 1, 1924,
when Styles paid it. Could Johnson collect any interest?
No. 3:
McDonald becomes the holder in due course of a note
purporting to have been made by Knapp and bearing
endorsements in blank by Abbott, Perrin and Pringle.
The maker’s name was forged. When due the note was
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duly presented for payment, payment refused, and
notice of dishonor given to all parties. Could McDonald
collect and from whom?
No. 4:
When should a draft be presented to the drawee for
acceptance or payment?
C ontracts
Answer two o f the fo llowing three questions:
No. 5:
The A Company, a New York corporation, made a
contract with the B Company in Norway for its yearly
supply of Norwegian cod-liver oil of certain specifica
tions. Payments for oil were to be made by drafts.
A shipment of 200 barrels arrived in New York early
in August, the A Company accepting a draft for the
purchase price payable September 1st, and took the oil
from the steamer to its plant. The oil when tested (the
testing process requiring about 10 days’ time) proved
to be of lower grade than required by the specifications.
The A Company notified the B Company by cable of
the defects, offered to return the oil to the B Company
and refused to pay the draft on September 1st (the
draft being still held by the B Company). The B Com
pany refused to accept a return of the oil and sued for
the purchase price claiming that the A Company had
accepted the oil. Did the A Company have a defense?
No. 6:
Jones and Chambers were both road-building con
tractors. Bids were called for by the state of New Jer
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sey for the building of a certain state road in that state.
Jones proposed to Chambers that Chambers refrain
from bidding in consideration of Jones’ refraining from
bidding against Chambers on another road soon to be
built and an agreement was entered into to that effect.
Jones, however, entered a bid on both jobs and was
awarded both contracts. Chambers sued Jones for the
profits made under the second contract, alleging breach
of the agreement between them. Could Chambers
recover ?
No. 7:
Wood contracted with Long, a shirt-maker, for 1000
shirts for men. Long manufactured and delivered 500
shirts which were paid for by Wood, who at the same
time notified Long that he could not use or dispose of
the other 500 shirts and directed Long not to manufac
ture any more under the contract. Long proceeded to
make up the other 500 shirts, tendered them to Wood,
who refused to accept, and Long then sued for the pur
chase price. Could he recover ?
Partnership
Answer one o f the following two questions:
N o . 8:
Barr and Nelson, co-partners, received in the course
of business a note made by Nash. Barr endorsed the
note in the firm name. The note not being paid at
maturity was protested by the holder and notice given
to Barr. In a suit against Barr and Nelson as endorsers,
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Nelson defended on the ground that he had not had
notice. Was his defense good?
No. 9:
Bigelow engaged the services of Ely to manage a
public garage owned by Bigelow. A written agreement
was entered into under which Bigelow agreed to pay
Ely a salary of $45 a week and 15% of the net profits
of the business. Did the agreement constitute Bigelow
and Ely as partners?
C orporations
Answer one of the following two questions:
No. 10:
Explain the meaning of the words “ultra vires” as
applied to corporations, illustrating by an example,
actual or fictitious.
No. 11:
In what circumstances, if at all, has a corporation
power to purchase its own stock ?
B ankruptcy
Answer the following question:
No. 12:
Outline briefly the principal steps in a bankruptcy
proceeding..
Income Tax
Answer both the following questions:
No. 13:
What is earned income as defined by the income-tax
law of 1924 and what is its application under the law ?
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No. 14:
On January 10, 1923, A purchased stock of a certain
corporation for $10,000. On August 15, 1923, he
received dividends amounting to $1,200, all of which
were paid out of earnings of the corporation accumu
lated prior to March 1, 1913. In December, 1923, A
sold the stock for $8,000.
(A ) Was the dividend of $1,200 taxable?
(B ) W hat was A ’s deductible loss on the sale of the
stock?
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Accounting Theory and Practice—Part II
NOVEMBER 14, 1924, 1 P. M. TO 6 P. M.
The candidate must answ er all the following questions:
No. 1 (24 points) :
Two public-utility companies, A and B, are owned
and controlled by the same persons. Each company has
an electric department, a gas department and a street
railway (transportation) department. For managerial
control, all sales between the various departments and
the companies are billed so as to allow a 10% operating
profit on sales to the selling department. In preparing
statements of earnings, the companies include in sales
and expense the inter-departmental and inter-company
transactions at billed prices.
You make an audit of the companies' books and
records for the year ended December 31, 1923, and find
the statements of earnings from operations, submitted
to you, to be correct on the above basis.
You are required to prepare a statement showing
(1) the companies’ figures as presented herewith,
(2) the sales, expenses and net earnings of each depart
ment of the two companies separately with the inter
departmental profits of the respective companies elimi
nated and (3) the consolidated sales, expenses and net
earnings of the two companies, by departments, with
inter-company and inter-departmental profits eliminated.
The statement you prepare should show clearly how
the final results are obtained.
357

EXAMINATION QUESTIONS—NOVEMBER, 1924
The companies’ statements are as follows:
Gross sales:
Company B Company A
Electric department................. ........... $8,000,000 $2,000,000
Gas department ......... ..........................
750,000
500,000
Transportation department ----------1,500,000
750,000
Total gross sales......... ........... .......... $10,250,000
Operating and maintenance expenses:
Electric department .............................
Gas department ........................... - ..... .
Transportation department ...............
Total operating and maintenance
expenses .........................................
Net earnings from operations:
Electric department ........................... ..
Gas department ----------- ---------------Transportation department.................
Total net earnings from operations

$3,250,000

$7,200,000
712,500
1,485,000

$1,800,000
450,000
742,500

$9,397,500

$2,992,500

$800,000
37,500
15,000

$200,000
50,000
7,500

$852,500

$257,500

The transactions between the departments during the
year at the billed prices are as follows:
Company B
Electric dept., sold to gas dept., company B ........... .... $40,000
Electric dept., sold to trnsprtn. dept., company B___ 300,000
Electric dept., sales of power and light for internal
30,000
use of electric dept., company B.................. ............
Electric dept., sold to electric dept., company A ____ 800,000
Electric dept., sold to trnsprtn. dept., company A
50,000
Company A
Electric dept., sold to gas dept., company A _______
Electric dept., sold to trnsprtn. dept., company A —
Electric dept., sales o f power and light for internal
use of electric dept., company A _____________
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No. 2 (16 points) :
A partnership, under the firm name of Bond &
Young, commenced a general commission business, Jan
uary 1, 1904.
Bond contributed $5,000 and Young $500 as their
respective capital investments in the business.
The partnership agreement provided that Bond
should receive four-sevenths of the profits and Young,
three-sevenths, no interest to be allowed on partners’
accounts.
They wish to separate as at January 1, 1924, Bond
to continue the business as at present conducted, taking
over all the assets and assuming all liabilities; Young to
retire and pay any indebtedness to the firm he may have
incurred or receive whatever amount to which he may
be entitled.
You are called upon, the latter part of April, 1924, to
ascertain and, from the data furnished herewith, report
as to whether Young is debtor to the firm or creditor
and to what extent.
No books of account were kept, except that the
accounts receivable were recorded and a l l the cheque
book stubs were available. From these, it was gathered
that Bond and Young each drew out of the business an
average of $20,000 per annum.
The following properties were in the firm name Jan
uary 1, 1924:
Farm lands in Virginia— ____ _____________________$250,000
(Giving an average yearly yield o f $75,000 from
produce, the crops maturing in March)
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Fruit orchards in Florida—cost............................... ...........$220,000
(Averaging a $48,000 harvest, the crops maturing in
January)
Auto and trucks....................... ..................... ........................
10,000
(Depreciated value, January 1, 1924)
Cash in bank--------------------- .------------- ----------------- —
75,000
Building—Washington street, New York.------------------- 150,000
(Present value)
Furniture and fixtures—cost-------------- ---------------------10,000
(Averaging age of five years)
Accounts receivable—good-------- ------------------------------ 105,000
Total _____ _____________ _____________________$820,000
The only liabilities being:
Accounts payable -------- --- ----------------------------------- $120,000

No. 3 (10 points) :
The American Manufacturing Company owns all the
capital stock of the Columbia Selling Company. Con
densed balance-sheets of these companies, as at Decem
ber 31, 1923, were as follows:
A merican M anu fa c tur in g Com pany

A ll assets ------------- ------- ------------------------------------* $1,500,000
A ll liabilities..... ....................................................................
Capital sto c k ........... .............................................................
Capital surplus, arising from appreciation of plant—
Earned surplus___________________________ ,______

$300,000
700,000
200,000
300,000
$1,500,000
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Columbia S elling Com pany

All assets .

......................................................... ....

$250,000

A ll liabilities....................................................................... .
Capital stock ..................................................................... Earned surplus......... - ........................................ —.......... -

$50,000
100,000
100,000
$250,000

The Columbia Selling Company is incorporated under
the laws of X state.
It has been decided, in order to effect certain savings,
to incorporate, as at December 31, 1923, a new com
pany of the same name under the laws of the state of
Y and increase the capital stock to $150,000, which is
to be owned by the American Manufacturing Company.
There will be no change in the assets or liabilities, no
cash or its equivalent being introduced in the reincor
poration.
Prepare condensed balance-sheet for the Columbia
Selling Company after the reincorporation and state
your reasons for the changes made in capital stock and
surplus.
No. 4 (20 points) :
It is proposed to make the following changes in the
capital of a certain company in order to reduce the
annual expenses appertaining thereto.
An issue is to be made of $1,100,000, 10-year, 5%,
first-mortgage bonds with a first lien on the plant and
equipment and $1,000,000, 10-year, 6%, second-mort
gage bonds, giving a general lien on all the assets of the
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company, subject to the prior lien of the first-mortgage
bondholders.
All the bonds are redeemable at par: they are to be
sold to an underwriting syndicate at 95, the syndicate
to pay all expenses of the issue.
The proceeds from the sale of the bonds are to be
used to redeem the outstanding balance of 18,475 shares
($1,847,500) of 8%, second preferred stock at 105 as
provided by the terms of the issue. All the second pre
ferred shares are then to be canceled.
(Assume a quarterly dividend on second preferred
stock to have been declared, payable at date of redemp
tion.)
The common stock is to be changed into shares of
no par value, in the proportion of five new shares for
one old share. This stock appeared on the last balancesheet as follows:
Common stock authorized, 115,000 shares, par value
$100
Issued, 6,000 shares, book value at date of formation
o f the company------------------------------------------------ $1,250,514

Prepare a balance-sheet giving effect to the proposed
changes with regard to bonds, capital stock and surplus
in accordance with the foregoing data and the following
details:
1st preferred convertible, 8%, authorized 35,000
shares, par value $100—
Total outstanding, 24,315 shares............. ............. ............ $2,431,500
Sinking fund, on deposit with trustee, to retire 1st
and 2nd preferred stocks......................................... ...... 1,275,833
Surplus ....................... ....................................................... ..
731,252
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All preferred shares previously purchased had been
canceled and written off at cost from the sinking fund.
Show how much the company should save by this
new arrangement and mention any advantages or dis
advantages to be derived therefrom.
No. 5 (20 points) :
The following items are included in the income-tax
return of John Jones, single, a United States citizen
living in New York, for the year 1923.
For income-tax purposes, indicate which items are
taxable for both surtax and normal tax, for surtax only,
allowable deductions to arrive at net income, credits
against net income for normal tax and credits against
tax payable. If any income or deductions are improp
erly included, indicate which they are and why they
should not be considered.
Securities sold:
Cost, April, 1922._____________________ $1,000.00
Sold, March, 1923____________________
700.00
Personal exemption __________________ __________
Dividends—
U . S. Steel Corporation, common stock-------- -----Lost Hope Gold Mining Co. o f Arizona...................
(N otice sent with dividend says earned surplus
was exhausted by payment o f last previous
dividend)
Dividend from John Barker & Co., Ltd.,
London, England ................ —............ ......£10. 0. 0.
Less British income tax deducted at
s o u r c e ___________________________
3. 0. 0.
£ 7. 0. 0
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Rent paid for business property.....................................
Other business expenses........... .......................................
Business income ............. ..... ... .......................................
Interest received on U . S. railway bonds containing
2% tax-free covenant clause......... .............................
Interest received on New York city corporate stock..
Interest received on loan to friend.................................
Interest paid on mortgage on dwelling house---------Interest paid on bank loans— ........................................
Taxes, etc., on dwelling house—
Sewer assessment .........................................................
Regular le v y .......... ..............................................
Premium paid on life-insurance policy, Jones’ sister,
beneficiary ....................... ............................................—
Payments to Jones’ mother, residing in London—
$100 per month........... - ......... ...................... ................
Contributions—
T o chu rch ....... ............................- ..............................—
Red C ro ss................. ..................................................
Golf-club trophy fu n d ........... ..................................

$2,500.00
7,500.00
20,000.00
800.00
450.00
10.00
600.00
120.00
250.00
400.00
200.00
1,200.00
100.00
100.00
50.00

Calculation of tax is not required. Classify the items
as between income, deductions, credits against net
income for normal tax, credits against tax payable,
non-taxable income and unallowable deductions.
Explain any classification which you think requisite.
All terms are used in the sense employed by the
United States treasury department.
No. 6 (10 points) :
John Jones, president and owner of 90% of the capi
tal stock of the Jones Commission Company, asks you
to audit the accounts of his company and submit a
report to him with copies.
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The audit will cover the transactions during the three
months ended December 31, 1923, and is being made
to determine the general accuracy of the records and
the trustworthiness of the accounting staff.
Your report will consist of a general statement in
narrative form without balance-sheet or income state
ment.
In the reply to your request for confirmation of the
bank balance, you are advised that there is a liability to
the bank for a loan amounting to $20,000. The book
keeper informs you that this represents the discount of
the personal note of John Jones, drawn to the order
of the Jones Commission Company and credited to his
personal account on the company’s books. Your inspec
tion of the records substantiates this statement and you
further ascertain that the credit to John Jones’ personal
account had been extinguished by withdrawals of cash
equaling or exceeding the proceeds of the note.
What action would you take regarding the transac
tions relative to this note?
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Examinations of May, 1925
Auditing
MAY 14, 1925, 9 A. M. TO 12.30 P. M.
The candidate must answer all the following questions:
No. 1 (12 points) :
A concern which you are auditing has several
branches, each of which carries a large cash fund on
the imprest system. In counting this fund in one of
fice, where your working papers indicate that there
should be $12,000, you find $9,000 made up as fol

lows:
Receipts for expenditures..................$4,700.00
Cash in bank per cashier’s cheque book.... 2,100.00
Cash in drawer.................................... 860.00
Various I O U ’s.................................. 140.00
Various cheques in drawer................ 1,200.00
These cheques include one for $380.00 signed by the
cashier, one for $500.00 signed by the branch manager,
the others being personal cheques the drawers of which
you do not know. State fully what you will do with
regard to each of the items. How will you show them
on your balance-sheet? Which, if any, would you take
up with the officers of the concern and why?
No. 2 (12 points) :
Corporation A received on July 1, 1923, an option to
purchase all the assets of corporation B for $1,000,000,
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payable $50,000 upon the date of the option and
$50,000 semi-annually thereafter until the expiration
date, July 1, 1925, when the balance will be due. The
assets appear at a value of $800,000 on the accounts of
corporation B. In the event that the option is not
taken up on or before the expiration date, the pay
ments made become forfeited to corporation B. Cor
poration B had no surplus on June 30, 1923, all of
its income having been distributed. Subsequent to July
1, 1923, all its income, together with the moneys re
ceived from corporation A, was paid out in dividends.
You are auditing the accounts of corporation C, which
is a stockholder in corporation B and is in receipt of
the stated dividends from that company, which have
been credited to profit and loss. State if you would
accept the entries on the books of corporation C and,
if you would not, state how you would advise that the
matter be handled.
No. 3 (10 points) :
W hat steps would you employ to verify the amount
carried on the balance-sheet of a corporation as in
surance prepaid, where several hundred insurance poli
cies are in force and handled in a special department?
What, if anything, would you do as to premiums on
employers' liability insurance? W hat amount, if any,
should the corporation carry on its balance-sheet for
insurance premiums paid on the life of officers for
the benefit of the corporation?
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No. 4 (10 points) :
A suburban real-estate development company charges,
at the close of each year, into its land account, six
per cent. on the cost of property remaining unsold,
crediting interest account for the amount so charged.
The value appearing in the land account is appor
tioned to the plots held for sale. Interest account is
closed each year to profit and loss and the balance in
the latter transferred to the surplus account. The dif
ference between the book value of a plot, including in
terest added thereto, and the amount received for sale
thereof is carried to profit and loss.
If, in the audit of the accounts, you disagree with
the procedure used, state what you would consider to
be the proper entries to record the charge for interest
at the end of the year, the profit upon sales of land, and
the effect upon profit and loss and surplus. If, in your
opinion, the method used is correct, support your opin
ion with reasons therefor.
No. 5 (8 points) :
(a) A concern prepares its payroll for 1,000 em
ployees, drawing its cheque for the total amount of
the payroll to the order of the local bank which makes
the disbursements to the concern’s employees. What
would you consider the proper steps for the auditor
to take, with reference to the payroll, in auditing the
accounts of such a concern?
(b) In the audit of the accounts of a corporation
having about 1,000 employees, you decide to supervise
the disbursement of the payroll by the paymaster.
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What, In your opinion, might be a proper reason for
such a procedure, and state the advantages or disad
vantages, if any, of adopting such a course.
No. 6 (8 points) :
A corporation has been in business for ten years and
both business and plant facilities have undergone a
continual expansion. It has made large profits and is
in good credit standing with the banks. Describe how
you would ascertain the amount which is practically
and legally available for dividends.
No. 7 (12 points) :
A traction company, in a small city, has sustained
continuous yearly losses showing, consequently, an
operating deficit. The company calls on you to audit
its accounts and prepare a statement which may aid the
company in pressing its request, with the public service
commission, to allow an increase of fare. Tabulate the
various points to which you would give special consid
eration.
If, in the above case, instead of being called by the
traction company, you are employed by the city, which
is opposing such increased fare, what points would you
particularly emphasize in your investigation?
No. 8 (12 points):
What would you do with regard to each of the fol
lowing accounts before certifying balance-sheets in
which they appear:
Reserve for depreciation,
Reserve for restoration of leased property,
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Reserve for undeclared dividends,
Reserve for contingencies,
Reserve for bond sinking fund,
Reserve for prepaid leasehold,
Unamortized discount on securities purchased,
Reserve for premium on future bond redemption?
No. 9 (8 points) :
(a) During the course of an audit, you note some
items of outlay, charged in the period under review,
which are applicable to a previous period. How would
you deal with such items in your report? Would at
tendant circumstances have any bearing upon the man
ner in which you would refer to them?
(b) If, in your opinion, the accounts were incorrect,
would you make entries on the books of the corporation
to make the adjustments you believe necessary? State
your reasons.
(c) W hat officer of a corporation is responsible for
the proper keeping of books of account? Are his
records subject to approval or disapproval by anyone?
(d) Describe four kinds of entries you consider
should properly be made to surplus account. Should the
bookkeeper determine which are proper transactions to
be transferred to the surplus account ?
No. 10 (8 points) :
At the close of the year 1920, owing to the drop from
war prices in material values, a concern suffered a loss
in its inventory value of approximately one-third, or
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$750,000. At December 31, 1924, the same concern
deemed it prudent to establish a reserve for inventory
in the sum of $500,000. The items on the inventory
were priced in detail at cost or market, whichever was
lower. State, with reasons, how you would show the
reserve on the balance-sheet, and any other financial
statements prepared by you, to record the operations
and financial position.
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Accounting Theory and Practice—Part I
MAY 14, 1925, 1 P. M. TO 6 P. M.
The candidate must answer the first four questions and
one other question.
No. 1 (28 points) :
Company A owns all the capital stock of company
B, consisting of 800 shares of common stock, par value
$100 per share.
This stock was acquired by A, January 1, 1924, in
exchange for 2,000 shares of its own 7% preferred
stock, par value $100 per share.
At that date the net tangible assets of B, as shown
by the balance-sheet, duly certified, were worth
$150,000.
The balances shown by the books of A and B, De
cember 31, 1924, were respectively as follows:
Company A
Cash $20,000; accounts receivable $75,000, of which
$5,000 represents cash withheld by note brokers to
secure the payment of customers’ notes discounted by
A ; notes receivable $90,000, of which $85,000 are se
cured by chattel mortgages and of the $85,000 so
secured, $50,000 are pledged as security for A ’s bank
loans; advances to B $20,000; inventories $80,000; pre
paid expenses $5,000; investments $215,000, of which
$200,000 represents A ’s investment in company B ;
capital assets, less reserves for depreciation, $85,000,
including land and buildings, book value, $60,000 sub
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ject to mortgage of $25,000; accounts payable $50,000
including $5,000 due B ; notes payable $60,000, of
which $20,000 represents notes given to B (endorsed
and discounted by B) and $40,000 to banks which are
secured by $50,000 notes receivable; accrued items
$4,000; mortgage payable on land and buildings
$25,000; capital stock—“A ” preferred (no par value)
$90,000, 7% preferred (par value $100 per share)
$300,000, common (no par value) $50,000; surplus
$11,000.
Company B
Cash $2,000; accounts receivable $10,000 including
$5,000 due from A ; inventories $85,000; prepaid ex
penses $2,500; machinery & equipment, less reserves
for depreciation, $125,000; trade accounts payable
$35,000; notes payable $25,000 including $15,000 to
trade creditors and $10,000 to banks; advances from
A $20,000; capital stock—common (par value $100 per
share) $80,000; surplus $64,500.
It is the practice of company A to pay part of its
obligations to company B with its own customers’ notes
duly endorsed; these notes B invariably endorses and
discounts immediately; B also discounts, at once, all
notes given by A, as maker, in payment of its obliga
tions to B.
Company A declared dividends to the amount of
$6,000 which had not been paid nor entered upon the
books December 31, 1924. At that date company A
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had an unsettled claim against the federal government
for taxes overpaid for the calendar year 1922 in
amount §2,000 and B had an outstanding, uncontested,
additional assessment by the federal government, in
amount §1,500 for the same year. Neither of these
items appears on the books.
At the close of the year A had customers’ unmatured
notes under discount, in amount $45,000, and had en
dorsed and turned over to B customers’ notes (due
subsequent to December 31, 1924) in amount $9,000
as part payment of its account with B.
Having made an examination of the books of account
and records of the two companies and ascertained that
the foregoing data are correct and, further, having veri
fied the inventories as to quantities, valuations and
mathematical accuracy of extensions and additions and
that the items are valued at the lower, cost or market
(1) Prepare, in columnar form, a consolidated
balance-sheet of companies A and B as at December
31, 1924, showing inter-company eliminations;
(2) Prepare a consolidated balance-sheet, as at the
same date, with an appropriate auditor’s certificate in
form for presentation to banks for credit purposes.
No. 2 (25 points) :
On January 20, 1924, the receiver of the Wide-Ray
Searchlight Co. gives you the following statements pre
pared by the company’s bookkeeper:
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T h e W ide-R ay S earchlight Co.
BALANCE-SHEETS

December 31
A ssets

$5,000

$5,000

$5,000

annum
.......... ............................ ....... .
25,000
Machinery _____________________ 50,000
Cash ................... .................................
2,000
5,000
Accounts receivable .... .............. _.....
Raw material—at cost___________
12,000
Material in process—at cost______
2,000
Finished goods—at cost ....................
1,000
Patents __________ ______________ 150,000
Deficit _________________________ 90,000

27,000
60,000
2,500
7,000
11,000
2,500
1,100
155,000
130,000

30,000
65,000
2,100
6,000
13,500
1,500
2,000
157,000
160,000

Land ............................. ............... ........
Buildings—depreciated @ 4% per

$342,000 $401,100 $442,100
L iabilities
Capital stock—authorized and issued $200,000 $200,000 $200,000
197,100
176,100
Loans from officers— ........... ........... 121,000
19,000
5,000
Accounts payable --------------------6,000
20,000
26,000
Reserve for depreciation, machinery 15,000
$342,000 $401,100 $442,100

IN C O M E ACCOUNTS

For the years
1923
1922
1921
$70,000 $60,000
Sales ____ ______________________$50,000
89,000
77,600
Cost o f sales (details below )__ — 65,000
Gross losses for years................. ..... $15,000
375
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General and administrative expenses:
S alaries..................... ..................... .. $7,500
Taxes -----------------------------------..
1,000
General -------- --- -------------------- .. 2,500
Bad d e b ts------------------------------ .. 2,000

$12,500
1,100
4,500
4,000

$7,500
1,200
2,500
1,200

$13,000

$22,100

$12,400

Net losses for years......... ................ .. $28,000

$41,100

$30,000

Salaries and general expenses for 1921 and 1923 are 50% for
selling; in 1922 they were 75%.
COST OF SALES

For the years
1921
1922
1923
Labor _____
________ $15,000
$20,000 $16,000
Purchases, raw material........... ...... 34,800
52,700
49,800
Factory overhead:
Engineering expense, supervision
3,600
3,600
3,600
Repairs and maintenance---------3,000
5,000
2,500
Light, heat and power________
2,300
2,100
2,000
Depreciation ------------------------5,000
6,000
5,000

Changes in inventories, raw mate
terials -------------- -------------------

Changes in inventories, goods in
process _____________________

63,400

88,600

1,200

1,000

64,600

89,600

500*
64,100

Changes in inventories, finished
goods ..... ............................ ............

900

Cost of sales, as above............. $65,000
* Increases in inventories.
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In conversation with the receiver and by subsequent
investigation, the following facts are elicited:
The company has been operating seven years and
shown a loss each year.
Alfred Jones, a retired banker, is president of the
company; he owns 45% of the capital stock and has
advanced one-half of the amount described as “loans
from officers” on the balance-sheets.
Walter Williams, a lawyer, was treasurer of the
company to the time of his death, January 10, 1924;
he also owned 45% of the capital stock and advanced
the other one-half of the amount described as “loans
from officers”.
An agreement is in existence which provides that
advances from Jones and Williams are to be converted
into capital stock.
John Hawkins, vice-president, inventor of the WideRay lens and operating head of the company, owns
10% of the capital stock.
The estate of Walter Williams has put the company
into the hands of a receiver and you are requested to
report the results as they affect stockholders and credi
tors upon:
(a) Immediate cessation of operations and disposal
of assets.
(b) Continuance of present business until raw mate
rial on hand is worked up and sold; all assets to be
disposed of at that time.
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(c) W hat results would probably have been attained
in 1923 if certain new processes and machines, as rep
resented by Hawkins, had been in operation with all
the increased output sold?
Hawkins estimates that if certain machinery, already
designed and patented by him, were installed, breakage
could be reduced to 10% and the gross output of the
machines doubled, i. e. 90% of twice the gross output
would be salable in place of 50% of the present gross
output by substituting the same number of new
machines for the present equipment. The new ma
chinery would cost $25,000.
Purchases of optical glass in 1923 amounted to
$40,000 and breakage was 50%. Labor on broken and
defective lenses amounted to $7,000 while labor on
fittings scrapped amounted to $1,000.
The high manufacturing costs have been due chiefly
to breakage of lenses in the course of manufacture and
small output, both due to imperfectly designed ma
chinery.
Land is appraised at over cost.
Buildings are modern and in good industrial loca
tion; 75% of the machinery is specially built for the
company and probably cannot be used in any other
business; 25% of the machinery is standard.
Accounts receivable have been written down con
sistently and sufficiently.
Accounts payable are current accounts for mer
chandise.
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Patents are entirely on the Wide-Ray lens.
Raw material consists of optical glass cut to special
size and shapes $10,000; sheet metal—copper, nickel
plated, standard size sheets $3,500.
A formal report is not required. Statements showing
the effect of plans (a), (b) and (c) with any notes
or explanations you think desirable or necessary will
be considered a satisfactory form of solution.
No. 3 (12 points) :
Cost systems, in general, may be divided into two
groups:
(a) Those in which costs are obtained by jobs,
products or classes of products and
(b) Those in which costs are obtained for opera
tions and processes.
Describe the salient characteristics of and principal
points of difference between the two groups of systems
and show how unit costs are attained in each.
Indicate which system is most suitable for the fol
lowing classes of business noting particularly where
one system may be desirable in one department and
a different method applicable in another:
1. Manufacture of metal novelties.
2. Foundry.
3. Machine shop.
4. Coal mining.
5. Steamship line.
6. Stone quarry.
7. Manufacture of standard sizes of iron pipe.
8. Brick making.
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9. Pneumatic tire making.
10. Manufacture of fertilizer.
No. 4 (10 points) :
The ten stockholders of a “close” corporation each
contributed $2,000 and invested the $20,000 in bonds for
the purpose of converting into cash and purchasing,
at a later period, a larger and more advantageous site
for their plant.
The transaction was duly entered on the books of
the company.
When the time arrived for a decision as to change
of location, it was agreed that they should remain
where they were and return the bonds, or the equiva
lent, to each of the contributing stockholders.
The officers of the company request your advice as
to the proper disposition of the bonds, as the market
value thereof is $10,000 in excess of the value as re
corded on the books. Then, provided the bonds are
converted into cash, they desire the proper entries for
the minute book and other records to show such dis
position and to know how the company’s, and each
individual’s, federal income-tax return would be af
fected by the transactions.
It may be assumed that none of the stockholders*
returns warranted the computation of surtaxes.
No. 5 (25 points) :
In the course of an examination of the accounts of
a corporation having two foreign branches operated
through subsidiary companies, the accounts of which
are consolidated with those of the parent company, you
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are given the following comparative balance-sheets of
the two branches, one in Great Britain, the other in
France:
B ritish B alance - sheet
A ssets

*Fixed assets ............................
Current assets .........................
Deferred charges .................. .

........
........

1923
£5,000
20,000
1,000

1922
£4,500
19,500
1,000

£26,000

£25,000

£8,000
5,000
13,000

£8,000
5,000
12,000

£26,000

£25,000

L iabilities

Current liabilities ...................
Capital stock ...........................
Surplus ..... ........................„.....

........
........
........

The investment in the capital stock of the British
company is carried on the books of the head office at
$24,300 representing the value at the rate of exchange
current at the date of incorporation. The rate of ex
change as at the end of 1922 was 4.50 and at the end
of 1923, 4.20.
F rench B alance - sheet
A ssets
1923

*Fixed assets .............................. ____ Fr. 500,000
180,000
Current assets ...........................

1922
Fr. 475,000
160,000

Fr. 680,000

Fr. 635,000

Current liabilities ..................... ........ Fr. 40,000
Capital stock .............................
600,000
Surplus ....................................... .......
40,000

Fr. 30,000
600,000
5,000

Fr. 680,000

Fr. 635,000

L iabilities

* No additions to fixed assets were made from the date of incorporation
to December 31, 1922.
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The investment in the capital stock of the French
company is carried on the books of the head office at
$114,000, representing the value at the rate of exchange
current at the date of incorporation. The rate of ex
change at the end of 1923 was .04 cents and that of
1922 was .06 cents.
The current liabilities of the foreign corporations
include, in the case of the British company, £1,000 and
in that of the French company 5,000 francs, due to the
head office at the end of each year.
The treasurer of the company proposes to convert
each item on the 1923 balance-sheet at the rate of ex
change current at the close of that year and to use these
figures in preparing the consolidated balance-sheet. The
difference between the value at which the capital stock
of the foreign subsidiaries is carried on the books of the
head office and the net worth thus determined, he pro
poses to add to the consolidated fixed assets.
Criticize or justify the proposed method of handling
these accounts. Explain and illustrate what method, if
any, you would consider preferable.
No. 6 (25 points) :
A series of 5% bonds totaling $100,000 is issued,
dated January 1, 1925, redeemable at par by ten an
nual payments of $10,000 each, beginning December
31, 1935. W hat equal annual sinking fund is required
to be provided on a 4% basis to pay off the bonds as
they mature ?
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The first payment to the sinking-fund trustees is to
be made December 31, 1925, and annually thereafter.
W hat is the status of the sinking fund on Decem
ber 31, 1934, 1935 and 1936?
Given at 4%: ( 1 + i ) 10 1.48024428
v10 .67556417
at 5%: ( 1 + i ) 10 1.6288946
v10 .6139133
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( 1 + i ) 20 2.19112312
v20 .45638695
( 1 + i ) 202.6532977
v20 .3768895

Commercial Law
MAY 15, 1925, 9 A. M. TO 12.30 P. M.
( Each satisfactory answer is entitled to 10 points)

Negotiable Instruments
Answer three of the following four questions:
No. 1. A delivered to B the following instrument:
“Jan. 5th, 1925. One month after date I promise to
pay to B, seven hundred fifty dollars”. (Signed) “A ”.
B endorsed the instrument in blank before maturity and
delivered it to C for value. When due, A refused to
pay and C sued B. Could C recover?
No. 2. Burns lent a sum of money to Atkins, but at
a usurious rate of interest. He took a note payable to
bearer for the amount of the loan and interest. Burns
then sold the note to Wilson but endorsed “Without
recourse”. Wilson could not recover the face amount
of the note from Atkins because of the usury and so
attempted, by suit, to recover from Burns, the endorser.
Could he recover?
No. 3. A entered into an agreement to purchase
certain shares of stock of the X Y Company, the agree
ment providing for the giving of a note for the amount
of the deposit on the signing of the contract. The
agreement further gave A the right to cancel his agree
ment to purchase on notice to the X Y Company. A
gave the note. The X Y Company induced C to en
dorse the note as an accommodation and the note was
thereupon discounted at a bank. A duly canceled his
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purchase agreement but the note was not returned.
On maturity, as neither A nor the X Y Company paid
the note, C did so and the note, endorsed in blank, was
turned over to him. C sued A on the note. Could he
recover?
No. 4. You are the holder of a negotiable promis
sory note endorsed in blank by John Jones. How
would you transfer the note so as not to become liable
as a party to it, as a guarantor of its genuineness or
as to prior parties?
Contracts
Answer two o f the following three questions:
No. 5. Hecht purchased from McCormick a team
of horses for §650, a set of double harness for §185
and a wagon for §75. Before delivery the harness was
stolen. McCormick tendered delivery of the team and
wagon, but Hecht refused to accept and pay for them on
the ground that McCormick could not deliver the har
ness also. Was Hecht correct in his position?
No. 6. A entered into a contract to erect a house
for B at a cost of §10,000. During construction, A
notified B that the price of a certain material called
for by the specifications had advanced so that it could
not be used unless B would agree to pay §600 more.
B agreed, but when the house was completed refused
to pay the extra §600, so A brought suit. Did B have
a defense?
7. Smith contracted to sell to Jones certain goods
of specific quality to be delivered by truck to Jones’
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place of business on March 10, 1925. On that date
Smith delivered the goods and Jones paid for them.
A t the date of delivery the goods were of considerably
higher market value than the price under the contract.
The next day Jones found the goods were not as speci
fied. He, Jones, then returned the goods, notifying
Smith that he rescinded the contract, and replaced them
by purchasing other goods in the open market. Jones
subsequently sued Smith to recover the amount he had
paid to Smith and also the amount he had been com
pelled to pay above the contract price in order to pur
chase in the open market. What did Jones recover?
Partnership
Answer one of the following two questions:
No. 8. State the rule for the marshaling of assets
and payment of firm and individual debts where a co
partnership becomes insolvent, the members thereof
having personal assets and individual creditors.
No. 9. To what extent is a partner liable to his co
partners for losses incurred in his conduct of partner
ship transactions ?
Corporations
Answer one o f the following two questions:
No. 10. A meeting of the board of directors of the
Z corporation was called to consider the issuance of
bonds. A, one of the directors, did not attend but gave
a proxy to F authorizing F to attend in his place. Was
this proper and could F attend and act at the meeting?
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No. 11. The Z corporation had a board consisting
of fifteen directors. It adopted a by-law authorizing
the board to appoint a committee of five of its mem
bers with authority to act whenever the board was not
in session or could not be convened. This committee at
one of its meetings authorized the sale of a bond and
mortgage held by the corporation. Subsequently the
assignment of the bond and mortgage, executed in
accordance with the authorization, was attacked on the
ground that it was not the act of the corporation, it
not having been authorized by the whole board at a
board meeting. Was the claim made correct?
Bankruptcy
Answer the following question:
No. 12. Explain the difference between a trustee in
bankruptcy and a receiver in bankruptcy.
Income Tax
Answer both the following questions:
No. 13. A purchased an apartment house in 1921.
A never received any income from the property; in
fact, it never produced sufficient revenue to pay for the
cost of running it. He sold the property in 1924 at a
price lower than that he paid for it. You are called
upon to prepare A ’s income-tax return for 1924. Upon
examining his returns for prior years, you find that no
depreciation was ever deducted by A in regard to the
apartment house property, A explaining that as there
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was no income from the property to serve as the basis
of a reserve fund for depreciation, he had never taken
any. How would you compute A ’s loss on the sale and
should any action be taken with reference to the returns
for prior years ?
No. 14. A was the owner of a majority of the cap
ital stock of the M corporation; in fact, he held all the
stock with the exception of a few shares. He was also
the president of the corporation and the directors voted
him a salary of $20,000 per annum. The corporation
deducted the $20,000 from its 1922 return as compen
sation paid. Upon audit of the return the commissioner
of internal revenue refused to allow the full $20,000
deduction and reduced it to $16,000. Has the commis
sioner such power and, if so, in what circumstances?
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Accounting Theory and Practice—Part II
MAY 15, 1925, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions:
No. 1 (32 points) :
The Rollins company, manufacturing one main prod
uct “X ” from which are recovered two by-products
“Y ” and “Z”, maintains a number of processing depart
ments and a selling branch. Product “X ” is shipped to
the selling branch as manufactured and billed at cost.
“Y” is shipped as recovered to an affiliated company
which is billed for it on the basis of a yearly contract
price of $20 per ton. “Z” is held in stock pending
instructions from the selling branch.
;-“
Three raw materials, “R ”, "S ” and “T ”, are used.
These, when acquired, are held in store until requi
sitioned.
The manufacturing process passes through five con
secutive stages. In department A, materials “R ” and
“S” are received from store in equal daily quantities
which are combined in equal amounts by weight. At the
completion of the process in this department, by
product “Y” (equal to ten per cent, of the materials
processed) is drawn off and shipped direct to the pur
chasing company as explained above. Eighty per cent.
by weight of the total ingredients is piped to depart
ment B, at a constant rate, for further treatment. The
remaining ten per cent. of the original materials repre
sents evaporation loss in this department.
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In department B, material is received from A in the
proportion of 4 tons of the mixture to each ton of
material “T ” issued. The process used in B is compli
cated and requires several days. While the process is
continuous and the mix is effected and delivered to
department C at a constant rate, there are always,
approximately, 100 tons of the mix in process in the
retorts of this department when the plant is being oper
ated to capacity.
In department C, ingredients to the amount of ten
per cent, of the total mix are separated and transferred
to department D, where, after further refinements in
volving a ten per cent, loss, the by-product “Z” is recov
ered. The processes in both departments C and D
require only a short time and are continuous, so that,
ordinarily, at the close of each day no goods in process
remain in either.
The main product, equal to ninety per cent, of the
materials handled in department C, goes to department
E where it is stored until the manufacturing process is
completed by grinding and packing.
On January 1st the plants resumed operations, after
a month’s shut-down for general overhauling, and when
the processing was begun again were run to capacity
throughout the month.
A summary of the inventories on hand at the begin
ning of the month was as follows:
Raw materials:
“R ”
100 tons
$5,200 (cost)
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Goods in process:
None
Finished goods:
Product “X ” boxed and ready for
shipment to the selling branch 4,210 (cost)
Product “Z”
10 tons
820 (market)
During the month of January, the purchases of raw
materials w ere:
“R ”
300 tons
$7,200
“S”
500 “
2,500
“T ”
120 “
4,800
Issues of materials at cost for the same period were:
“R ”
$11,200
“S”
1,750
“T ”
4,000
Total

$16,950

Analysis of payrolls for the month shows:
Dptmt.
Total wages
Total hours
$2,400
A
6,000
B
4,200
7,000
3,600
C
3,600
840
D
1,200
2,500
E
5,000
Totals

22,800

$13,540

Departmental burden, amounting to $11,400, was dis
tributed to the departments on the basis of labor hours.
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On February 1st, there were on hand 46 tons of
product “Z” which can be sold at the current market
for $75 per ton. None of the product has been sold or
shipped during the month.
All of product “X ” completed during the month of
January, amounting to 200 tons, together with that on
hand at the beginning of the month, ready for shipment,
has been delivered to the selling branch.
You are required:
(a) To make a summary of all inventories as at Feb
ruary 1st, showing both tonnage and value of
the goods in process remaining in each depart
ment
(b) To give the billing price per ton of product “X”
manufactured during the month.
No. 2 (14 points) :
Two companies, A and B, enter into an agreement to
develop mineral properties at present owned by B. The
agreement provides that A shall furnish cash capital of
$1,000,000 which is to be used in the development of the
properties, that the profits are to be shared equally but
that B is to receive the sum of $1,000,000 out of A’s
share of profits before A receives any of the profits.
It is estimated that the property will have a life of
20 years.
At the end of the first year of operation, the profits
amounted to $600,000.
The accounting records relative to these transactions
are kept by company B.
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You are required to prepare journal entries giving
effect to the above on the books of company A and state
how the liability for the $1,000,000 payable out of earn
ings should be set up on company A ’s balance-sheet
No. 3 (10 points) :
What is meant by “budgetary control” in business?
State definitely some of its advantages.
No. 4 (10 points) :
You are called into consultation by the president and
general manager of the Women’s Retail Stores Cor
poration and told that although the company has been
“marking up” all its merchandise 66⅔ per cent., yet at
the close of the year it is surprised to learn of a loss,
a substantial profit being expected.
The president lays stress on the point that the “mark
up” (66⅔ % ) is “enormous” and that the operating
expenses are not excessive.
What is your opinion of the president’s statement?
No. 5 (20 points):
On January 1, 1919, A and B bought land in Malaya,
for a rubber plantation, for $570,000, each partner con
tributing $400,000 cash as capital. Interest on capital
was to be allowed at 6% per annum and net profits
were to be divided equally. Personal drawings were
limited, for the first five years, to $5,000 per annum
each, to be charged to expense as management salaries.
During 1919 they spent $150,000 in clearing one-half
of the land (called estate No. 1) of jungle growth,
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making roads and building houses and sheds; they also
paid $30,000 for planting rubber trees.
Wages and direct expenses for rubber cultivation cost
$5,000 in 1920, $6,000 in 1921, $8,000 in 1922 and
$7,000 in 1923.
In 1922, sales of gathered rubber realized $80,000
and the 1923 crop realized $200,000.
As rubber trees do not reach maturity until after
three years, “catch” crops of tobacco were planted. The
planting and cultivation of these tobacco crops cost as
follows:—in 1919 $1,500, 1920 $2,500, 1921 $4,000,
1922 $3,000 and 1923 $5,000.
The tobacco produced from estate No. 1 realized
$3,500 in 1919, $6,000 in 1920, $8,000 in 1921, $5,500
in 1922 and $9,000 in 1923.
In 1921, an additional one-quarter of the land (called
estate No. 2) was cleared at a cost of $90,000 and was
planted with rubber trees at a cost of $20,000. Labor
and expense charges paid for the rubber cultivation on
this estate were $5,000 in 1922 and $6,000 in 1923
The cost of tobacco planting and cultivation on estate
No. 2 was $2,000 in 1922 and $3,500 in 1923, these
crops realizing $3,000 and $6,000 respectively.
The general expenses connected with the foregoing
transactions were as follows:— 1919 $6,000, 1920
$7,500, 1921 $7,000, 1922, $9,000 and 1923 $10,500.
The foregoing data were gathered from cheque
book stubs, verified by bank statements and in forma394
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tion supplied by the partners, no other records being in
evidence.
Prepare profit-and-loss accounts and balance-sheets
at the end of each year, 1919 to 1923, inclusive, carry
ing forward the profits or losses.
No. 6 (14 points):
Brown and Green entered into a joint adventure.
On May 1, 1924, they purchased 5,000 tons of coal
in Philadelphia at $4 per ton, f.o.b., for which they
gave notes on May 10th for one-half at 3 months and
for the other half at 6 months. The coal was shipped
to Mexico City on May 15th, the freight, etc., amount
ing to $5,000.
A joint banking account was opened on May 10th,
each party contributing $6,000.
The freight was paid for by cheque on May 20th
and on May 25th a cheque was drawn for $1,000 for
charges at Mexico City.
The coal was sold at $7 per ton and the proceeds
used to purchase a cargo of timber, which was shipped
to Philadelphia. Freight and other charges thereon,
amounting to $3,750, were paid by cheque June 30th.
During July four-fifths of the timber was sold for
$32,000. This was received and paid into the joint
account, August 2nd.
In order to close the transaction, Brown agreed to
take over the remaining one-fifth at cost price includ395
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ing freight and charges and he paid a cheque for this
into the joint account, August 10th.
The first note fell due and was paid August 13th and
on the same day the other note was paid under discount
at the rate of four per cent. per annum.
Prepare accounts showing the result of the foregoing
transactions, disregarding interest on capital contribu
tions.
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November Examinations, 1925
Auditing
NOVEM BER 12, 1925, 9 A. M. TO 12:30 P. M.
The candidate must answer all the following questions:
No. 1 (10 points) :
W hat would you do in auditing the accounts of a
corporation for the first time with regard to items
appearing on the balance-sheet under the headings
“land” and “buildings” ?
No. 2 (10 points) :
You have completed an audit of corporation “A” and
have discovered that its financial condition was verging
on bankruptcy. Later, you are required to audit the
accounts of corporation “X ” and you ascertain that this
concern has on its books, considered as a good account
receivable, a substantial amount charged to corporation
“A” for merchandise sold. What would be your atti
tude with regard to the accounts receivable of “X ” ?
No. 3 (10 points) :
What governs the propriety of expenditures by (a)
a municipality; (b) an institution supported by private
and public funds? State the basis fcr the keeping of
such accounts as distinguished from accounts of com
mercial concerns.
No. 4 (5 points) :
In the audit of a concern selling merchandise on the
instalment plan, in what manner would you determine
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the validity of the accounts receivable and the reserve
necessary for bad debts?
No. 5 (10 points):
In preparing a balance-sheet for a corporation where
cash funds are carried at 30 branches, you are led to
believe that the concern is inflating its cash item through
“kiting” or otherwise. Detail all steps you would take
to verify the correct amount of the cash item, and indi
cate which steps would lead to discovery of the
manipulations.
No. 6 (10 points):
A machine was constructed and charged to machinery
account nine years ago, together with- other machines
made at the same time, and a separate cost of each unit
of machinery was not kept. According to regular prac
tice, still in force, a credit was set up, in a reserve
account, for depreciation of machinery at the rate of
10% on the total machinery account. At the end of
nine years, this machine was sold for $1,000 and you
can secure no more accurate information as to cost than
the engineer’s opinion that the item sold must have cost
to construct somewhere between $10,000 and $15,000.
A new machine was purchased for $15,000 to replace
the old one sold. W hat entries should appear on the
books to record the sale of the old machine and pur
chase of the new ?
No. 7 (15 points) :
State the steps which should be taken by an auditor,
engaged on an audit after the books have been closed,
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to verify quantities and values of inventories of raw
materials and finished goods, in order that these items
may be stated in the balance-sheet without qualifications.
No. 8 (8 points):
As auditor for a corporation, you have made a bal
ance-sheet audit as of December 31, 1924, and in the
previous year, a balance-sheet audit as of December 31,
1923. You are now, in 1925, after submitting the report
for December 31, 1924, asked by the client to certify as
to the net earnings for the year 1924. What further
examination would you consider necessary, and why?
No. 9 (10 p o in ts):
A corporation is engaged in developing commercial
patents. Direct cost is charged to each such develop
ment. Seventy per cent. of all other expenses or costs is
distributed to the developments on a direct-cost ratio,
the remaining thirty per cent. of overhead being charged
to profit and loss. Approximately, one of four such
projects undertaken becomes commercially successful
and is sold. Excess of selling price over the develop
ment account for the patent sold is credited to income.
In auditing the records, would you approve the general
method followed? W hat general changes, if any, would
you recommend ? Give the accounting principles which
apply.
No. 10 (12 points) :
State whether you would give an unqualified certifi
cate, qualify your certificate, or refuse to sign the
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accounts, and give your reasons briefly in each of the
following cases:
(a) The officers of a manufacturing corporation
insist on your showing inventory at a price which is
substantially in excess of either cost or market value
of raw material plus manufacturing cost.
(b) The directors of a corporation decline to permit
any mention whatever of dividends in arrears on cumu
lative preferred stock.
(c) A large company being audited by you, which
manufactures many different products, is being sued
for infringement on account of the use of a process.
You are assured by the officers that there is no liability.
(d) The company under audit in good financial con
dition has adopted an extensive construction pro
gramme, and plant account is being charged when indi
vidual units are completed. No liability appears on the
books for plant contracted for but not yet constructed.
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Accounting Theory and Practice—Part I
NOVEM BER 12, 1925, 1 P. M. TO 6 P.M.
The candidate must answer the first four questions and
one other question.
No. 1 (25 points) :
A large manufacturing concern operates the follow
ing producing departments:
(a) Quarry, where mineral is extracted.
(b) Railroad, 20 miles in length, from quarry to
main plant.
(c) Main plant, divided into—
Foundry and rolling mill.
Process plant, where mineral is treated.
Machinery department, where foundry prod
uct is finished, and
Assembling department, where treated mineral
and metal parts are combined into finished
product.
A salvage department is operating at the main plant,
the function of which is to dispose of all discarded
material either as scrap or—if possible to repair or
recondition profitably—as material to be re-issued for
operation or construction.
From the following data, determine
(1) The amounts to be credited the department from
which the material is taken and whether credit
is to operation or to a fixed-asset account.
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(2 ) T h e prices at which to be taken into salvage
stock, and
(3 ) Discuss generally and briefly the principles gov
erning price at which salvaged m aterial should
be charged out and how savings due to salvage
operations should be shown.
Depre Cost to
Scrap
Quantity Weight Price ciated repair or value
(new) value recondition
Belting from lathe._____ 20 ft.
$2.50
None
$12
$3
Pulleys from lathe shaft5
150 lbs.
60
$1.50
20
10.00
Rock drills ____________ 20
200 “
20
5.00
2.25
Defective castings made
in foundry ___ ______
7
700 “
70
80.00
7.00
R. R. ties....................... .. 500
500
impossible 50.00
Lead-covered power trans
mission cable— quarry.. 300ft. 1,200 “
240
48
144.00
Brass borings__________
50.00
500 “
Electric motors—machin
60.00
450
ery department ______
3
45
120.00
Large bolts—quarry____ 150
1.20
120 “
30
5.00
Copper boiler - tube from
locomotives __________
50 “
impossible 6.50
15
Grinding rolls — process
200
120.00
10.00
department __________ 10 1,000 “
20
Gears for grinding rolls
—made in own foundry 20
100
4.00
400 “
10
115.00
Steel tanks — process de
100.00
500
425.00
partment ____________
5 10,000 “
100
Plates and angle - iron
from assembling depart
ment building
..........
impossible 80.00
8.000 “
320
General expense of salvage department.... $1,000 per month
Turnover in money—about_____________ 100,000 “
“
Material

N o. 2 ( 1 1 p o in ts) :

A com pany w hich constructed its plant and com
menced business in 1920, operating in a state w here a
w orkm en’s com pensation law is in effect and w ith the
follow ing experience of accidents and cost of insurance,
desires to set aside a reserve from its ow n funds to
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cover the risk rather than to continue to deal w ith
insurance com panies:

1920...... ______
1921...... ............. .
1922...................
1923......................
1924....... _ ...........

Annual
payroll

Compensation
payments

$1,500,000
1,250,000
1,275,000
1,290,000
1,300,000

$7,825
9,150
6,900
7,150
6,500

$6,615,000

$37,525

Insurance
premiums
paid
$9,000
8,750
9,000
8,500
8,000
$43,250

In addition to the above com pensation paid, there
are aw ards payable weekly, extending as fa r as three
years in advance from Decem ber 31, 1924, on which
the insurance companies are liable in an am ount of
$2,500.
W h at rate p e r thousand dollars o f payroll w ould you
recom m end be used to calculate the reserve and w hat
accounts w ould necessarily be opened to record the new
m ethod o f providing fo r the com pany’s liability under
the w orkm en’s com pensation law ?
No. 3 (3 0 p o in ts ) :
T h e Blank M an u factu rin g Com pany’s balance-sheet
of A pril 30, 1925, was as follow s:
Current assets .................................... .—...... $3,127,211.81
Fixed assets ............................. ..................... 2,794,952.92
Goodwill and patents.......................... - ........ 2,650,000.00
Prepaid charges ... .... ....................................
15,937.69
Deficit ................................. _......................... 6,964,385.43
$15,552,487.85
403

E X A M IN A T IO N Q U E ST IO N S—NO V EM BER, 1925
Current liabilities ......................................... $6,174,722.09
Accrued taxes, etc.......... ..............................
104,052.74
Capital stock—
Preferred, 70,000 shares ($100)........... .
7,000,000.00
Common, 125,000 shares (no par value) 2,273,713.02
$15,552,487.85

A reorganization committee suggested the following
plan for presentation to a meeting of stockholders:
A Delaware corporation would be formed to take
over certain assets and assume certain liabilities of the
old company, as of April 30, 1925, the new company
being capitalized as follows:
First-mortgage bonds..................................... ..................$1,112,000.00
“A ” capital stock, 16,680 shares o f $100 each_____ 1,668,000.00
“B” capital stock, 160,000 shares of no par value

These securities would be issued to the old company
in full payment of equity taken over.
The new company would take over the fixed assets at
50 cents on the dollar and the prepaid charges at book
value, also the current assets left after paying sundry
creditors in full and the expenses incident to liquidation,
and would assume the liability for accrued taxes, etc.
The principal creditors would take the entire bond
issue in payment of 20% of their claim, the entire “A ”
stock in payment of a further 30% of their claim and
66,720 shares of “B” stock at a valuation of $5.50 per
share in full payment of the balance due them.
The preferred stockholders would receive share for
share in “B” stock at a valuation of $5.50 per share.
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The common stockholders would receive for every
20 shares owned one share of “B” stock at a valuation
of $5.50 per share.
The remaining shares of “B” stock, which will have
a book value of $112,246.46 on the books of the new
company, will be sold by the old company to meet
liquidation and other expenses amounting to $255,516.13.
The current assets shown include $800,000 cash.
Assuming that the suggestions above made are
adopted, prepare journal entries closing the books of
the old company and opening those of the new, the
latter having neither surplus nor deficit. Prepare, also,
a balance-sheet of the new company and make recon
cilements in detail between the values of current assets,
current liabilities and capital stocks on the old books
with the corresponding values on the new.

No. 4 (10 points) :
The X company has capital stock issued and out
standing at June 30, 1924, as follows:
5,000 shares 7% cumulative preferred stock, par
value $100 per share.
10,000 shares common stock, no par value.
This company manufactures machine units to sell at
an average price of $8,500 per unit and does business
almost entirely upon a lease-contract basis, accepting
from its customers several notes extending over periods
ranging from 12 to 36 months.
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For the three years ended December 31, 1923, the
company’s profits have been insufficient to meet pre
ferred dividend requirements.
It is apparent to the board of directors that additional
liquid capital is necessary to promote more profitable
operation and as no further bank loans can be placed
nor can the company discount any more of its cus
tomers’ notes except at an exorbitant rate, an addi
tional issue of capital stock is decided upon, v iz:—5,000
shares of “A” preferred stock without par value but
with a nominal value of $20 per share, redeemable at
$20 per share at a fixed date and carrying cumulative
dividends at the rate of $2 per annum per share. This
stock is duly authorized and offered at $20 per share.
The only broker who will handle the stock insists
upon a commission of 25% of the selling price, which
is approved by the company.
A11 the stock is sold prior to December 31, 1924, and
remittance is made by the broker for the proceeds less
$25,000 commission.
At what amount should the “A ” preferred stock be
shown on the X company balance-sheet at December 31,
1924?
How should the item of $25,000 commission be
treated with regard to the company’s federal tax return ?
Give reasons.
No. 5 (24 points) :
Companies A and B are close corporations conduct
ing similar businesses. Mr. Lee, the owner of com406
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pany B, wishes to retire from active management and
company A proposes to purchase company B and to
amalgamate the two concerns.
Both companies have prepared financial statements
for the last five years, which may be taken as correct,
and an appraisal company has recently made a valuation
of the assets of each company as a going concern.
The following statements are presented and you are
requested by Mr. Lee to advise him as to the basis on
which an amalgamation should be made and the pur
chase consideration he should receive.
Draft a statement showing the effect of the combina
tion on terms which would be equitable to both parties:
also an adjusted, combined profit-and-loss account on
the five years’ average, the result of which will form the
basis for your recommendations.
Com pany A
A ssets

Land:
Appraisal valuation, $84,000.
Present book value, cost________________________

$40,000

Brick buildings:
Appraised value: replacement, $62,000 less depre
ciation $12,000; appraised present value $50,000:
average annual depreciation charged $4,000.
Book value ___________________________________

35,000

Machinery and plant:
Appraised replacement cost $57,500 less deprecia
tion $19,500; appraised present value $38,000:
average annual depreciation charged $9,000.
Book value ___________ _______ _________ ______
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Trucks and cars:
Appraised replacement cost $22,000 less deprecia
tion $8,000; appraised present value $14,000:
average annual depreciation charged $3,500.
Book value -------- ------- ---------------------------------------

$6,000

Furniture and fixtures:
Appraised replacement cost $5,000 less depreciation
$2,000; appraised present value $3,000: average
annual charge o f renewals $250.
Book value -----------------------------------------------------

Nil

Loose tools:
Appraisal values, replacement $8,500 less deprecia
tion $4,500; present appraised value $4,000: aver
age renewals charged to expense $2,000.
Book value ....................................................... ................
Inventories of finished goods—cost or less--------------Accounts and notes receivable—less reserves....... ........
Cash ____________________
...........................
Investment:
100 shares, common stock of X Y Z Co.—cost----Total assets—Company A ------------------------- —

5
97,000
250,000
60,000
15,000
$524, 505

L iabilities

Accounts payable - ------ ---------- ----------------------------First-mortgage bonds—6%.........................
Capital stock—common, issued...................
Surplus account, balance------------------

$120,000
50,000
50,000
304,505

Total liabilities, etc.—Company A ---------------------

$524,505

P rofit and L oss—A verage of L ast F ive Y ears
Net profit per annum, after charging expenses, re
serves and depreciation......................... ~............... —
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Less,
Directors’ salaries—average___________
Dividends—average___________________

$30,000
12,500
------------

$42,500

Average transfer to surplus, per annum----------- .

$47,500

Com pany

B

A ssets

Land:
Appraisal valuation, $36,000; cost, $22,000.
Book value, increased 3 years ago to------------------$40,000
(T he difference, $18,000, was transferred to surplus.)

Brick buildings:
Appraised value: replacement $25,000 less deprecia
tion $15,000; present appraised value $10,000:
average annual depreciation charged $1,000.
Book v a lu e ____________________________________

15,000

Machinery and plant:
Appraised value: replacement $22,000 less deprecia
tion $11,000; present appraised value $11,000:
average annual depreciation charged $1,100.
Book value ___________________________________

20,000

Trucks and cars:
Appraised value: replacement $10,000 less deprecia
tion $7,000; present appraised value $3,000: aver
age annual depreciation charged $1,000.
Book value ------------------------------------------------------

7,000

Loose tools:
Appraised value: replacement $4,000 less deprecia
tion $2,500; present appraised value $1,500;
average annual depreciation charged $700.
Book value ________- ........ .................... .......................
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Furniture and fixtures:
Appraised value: replacement $7,000 less depre
ciation $4,500; present appraised value $2,500:
average annual depreciation charged $500.
Book value ................................................... - ........... ......
Inventories, materials and finished goods, at cost
plus 10% _______________ __________________ __ _
Accounts and notes receivable, less reserves....... ..........
Cash ___________ ________ _______________________
Investment:
200 shares, common stock of X Y Z Co.—cost------Total assets—Company B---------------------------------

$4,500
53,000
110,000
32,000
35,000
$319,500

L iabilities

Accounts and notes payable......................... ......................
Capital stock—common, issued......... ..............................
Surplus account, balance ......
...............................

$102,500
150,000
67,000

Total liabilities, etc.— Company B____________ $319,500
P rofit and L oss—A verage of L ast F ive Y ears
Net profit per annum, after charging expenses, re
serves and depreciation------------- --- -------------------Less,
Dividends—average ---------------------------- $30,000
Executive salary, Mr. Lee, average_____
20,000
-----------Average transfer to surplus, per annum-------------

$60,000

50,000
$10,000

No. 6 (24 points) :
The Belgian pre-armistice debt to the United States
amounts to $171,800,000. The settlement provides that
no interest will be charged on this part of the war debt
410

ACCOUNTING THEORY AND PRACTICE
and that graduated payments on account of principal
will be made, totaling $9,400,000, by June 15, 1931, the
balance being payable at the rate of $2,900,000 per
annum for 56 years.
Assuming an interest rate of 3% per annum, what
is the loss to the United States by the waiving of
interest calculated at June 15, 1931 ?
The present value of $1.00 at 3% due in 56 years is
$0.1910361 and in 56 years $1.00, at 3%, will amount
to $5.2346131.
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Commercial Law
NOVEM BER 13,1925,9 A. M. TO 12:30 P. M.
Correct answers to each question in Group I will be
awarded 2 points; the questions answered satisfactorily
in Group I I will each be entitled to 10 points.
Group I
Answer each o f the following ten questions by “Yes”
or “N o ”:
1. Is a compromise with creditors a sufficient con
sideration for a contract?
2. Is an instrument made payable to “James G. Kelly
or Charles Perkins” negotiable?
3. Is it possible for a partnership to exist between
parties who do not consider themselves partners?
4. Can a promisor assign his liabilities under a con
tract ?
5. Will the discharge in bankruptcy of a surety on a
bond release him from liability to his co-surety who
has discharged the bond liability upon its accrual sub
sequent to the discharge ?
6. Can a corporation be organized without capital
stock ?
7. Can a man who pays $400.00 offered and accepted
in discharge of a debt of $500.00 be held liable to pay
the balance ?
8. Is a party who purchases a past-due note a “holder
in due course” ?
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9. Can execution on a judgment against a copartner
ship be immediately levied on property of one of the
partners ?
10. The drawer of a cheque has it certified and deliv
ers it to the payee. In the afternoon of the same day
the bank fails. Can the payee collect from the drawer?
Group II
Answer eight o f the following questions, giving rea
sons for all answers:
1. Name four vital elements of a valid contract.
2. A corporation bankrupt has assets converted into
cash by the trustee amounting to $285,000. There is
outstanding $100,000 of common stock, $50,000 of pre
ferred stock. Corporate bonds total $75,000, taxes
owing amount to $8,000 and claims of creditors aggre
gate $150,000. How will the cash be distributed?
3. A retail furniture dealer has a business with cus
tomers throughout a certain county, but makes no sales
outside that county. He sells his entire business and
agrees with the purchaser that for a period of five years
he will not engage in the furniture business anywhere
in the state. Is such agreement enforceable under com
mon law?
4. Give four powers possessed by a corporation that
are not possessed by a copartnership.
5. W rite a form for a negotiable instrument, point
ing out each essential element therein.
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6. Geller owed Gordon $650, which was past due.
After some negotiation between the parties as to pay
ment Geller offered $150 and an automobile worth
approximately $400 in full satisfaction of the debt.
Gordon accepted. Was the debt discharged ?
7. Have special agreements between partners as to
partnership affairs any effect upon contracts between
the partnership and other parties ?
8. W hat are personal defenses to a negotiable instru
ment? What are absolute defenses? To whom are
these defenses available?
9. Explain the following: bill of sale, statute of
frauds, stoppage in transitu.
10. What is the cumulative system of voting by
stockholders and what are its advantages?
11. W hat is a common carrier? A bill of lading?
Is a bill of lading negotiable?
12. What is meant by affiliated corporations under
the income-tax law ?
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Accounting Theory and Practice—Part II
NOVEMBER 13, 1925, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions:
No. 1 (35 points) :
F rom the follow ing data, prepare an application of
funds statem ent fo r the calendar year 1924.
X Y Z Company
December 31
1923
1924

A ssets

Current assets:
Cash in banks and on hand.. $152,928.16
Notes receivable ......................
41,368.00
Accounts receivable, less re
serve for bad debts.............. 249,628.30
Due from affiliated companies 116,283.25
Inventories ____
___
896,762.80

Deferred charges:
Unamortized bond discount.
Other deferred charges-------

Increase
or
Decrease*

$221,314.90
85,618.20

$68,386.74
44,250.20

378,920.62
146,962.18
950,319.60

129,292.32
30,678.93
53,556.80

$1,456,970.51 $1,783,135.50

$326,164.99

$29,615.25

$36,000.00
47,837.90

$36,000.00
18,222.65

$29,615.25

$83,837.90

$54,222.65

Investments:
Affiliated companies
$643,828.76
Outside investments _______ 227,396.40

$668,828.76
208,316.80

$25,000.00
19,079.60*

$871,225.16

$877,145.56

$5,920.40

Fixed assets:
Land, buildings, machinery,
equipment, etc. __________$2,392,875.40 $3,380,317.90
Less, reserve for depreciation 465,928.15
562,928.62

$987,442.50
97,000.47

$1,926,947.25 $2,817,389.28 $890,442.03
$4,284,758.17 $5,561,508.24 $1,276,750.07
L iabilities and N et W orth
Current liabilities:

Accounts payable -------------- -- $215,962.10
Notes p a y a b le -------------------- — 230,000.00
Dividends payable _________
68,048.50

87,368.20

$127,824.11
170,000.00
79,138.75
96,218.90

$88,137.99*
60,000.00*
11,090.25
8,850.70

$601,378.80

$473,181.76

$128,197.04*

Accrued interest, taxes, etc...
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Ten-year 6% gold bonds dated
January 1, 1924........................
Reserves:
Employees’ pension fund..
Dredging reserve ______
Contingencies ________
-

December 31
1923
1924

$2,619.30
6,927.60
120,615.40

Increase
or
Decrease*

$500,000.00

$500,000.00

$3,500.80
7,317.19
122,876.45

$881.50
389.59
2,261.05

$130,162.30 $133,694.44
Net worth:
Capital stock preferred_
$174,200.00 $236,500.00
Capital stock, common..... ... 2,600,000.00 3,000,000.00
Capital surplus ________
479,326.19
Earned surplus -- ---------- ._ 779,017.07
738,805.85
$3,553,217.07 $4,454,632.04

$3,532.14
$62,300.00
400,000.00
479,326.19
40,211.22*
$901,414.97

$4,284,758.17 $5,561,508.24 $1,276,750.07

On January 1 , 1924, the company issued $500,000 parvalue 6% gold bonds due January 1, 1934. The bonds
were sold at 92, the discount deferred to be amortized
over the life of the bonds.
Outside investments included stock in the B company
which cost $55,000. The B company failed during 1924
and the stock was sold for $5,000. The loss was charged
to the reserve for contingencies. Other worthless out
side investments, carried on the books at $10,000, were
absorbed in the current profit and loss. Other charges
in this account may be attributed to the sale of securi
ties at their book value of $15,000 and the purchase of
other securities.
An appraisal of the plant as of January 1, 1924,
taken up on the books as at that date, resulted in a con
siderable increase in the sound book value. The appre
ciation arising therefrom amounted to $496,452.69 and
was credited to capital surplus. Extensive additions and
improvements were made from the proceeds of the
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bond issue. Depreciation was computed upon the ap
praised property values and amounted to $132,716.90
for 1924. It was found that $17,126.50 of this amount
represented depreciation on the appreciation element in
the book value of the fixed assets and this depreciation
on appreciation was carried to capital surplus. A brick
Storehouse was abandoned and torn down in order to
make room for plant extensions. The original cost of
this building, $30,000, had been entirely written off to
depreciation reserve and the salvage, after removal
costs, amounted to $5,000. Actual expenditures for
renewals and replacements charged directly to the de
preciation reserve amounted to $10,716.43.
In addition to the worthless securities charged to con
tingencies reserve, a federal tax assessment for the year
1920, amounting to $47,738.95, was charged thereto.
As a result of these unusual charges, the directors voted
to appropriate $100,000 of surplus to increase this
account. A charge of $1,200 was made against the pen
sion reserve and $4,560.90 against dredging reserve.
On July 1, 1924, a common-stock dividend was
declared which increased the stock outstanding to
$3,000,000.
The cash dividend transactions of the company were
as follows:
Preferred
$3,048.50
3,325.00
3,500.00
3,717.00
4,138.75

Common
$65,000.00
65,000.00
65,000.00
75,000.00
75,000.00

Date declared
Dec. 31, 1923
Mar. 31, 1924
June 30, 1924
Sept. 30, 1924
Dec. 31, 1924
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Apr. 15, 1924
July 15, 1924
Oct. 15, 1924
Jan. 15, 1925
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Net profit for the year, carried to surplus, was
$754,469.53.
No. 2 (18 points) :
You are required to make a financial investigation of
a large machine plant engaged in the manufacture, to
order, for the trade, of tools, jigs, etc., for the five
years ended December 31, 1924. In the course of your
examination of the charges to the fixed-asset accounts
for the period, you find that practically all the addi
tions to fixed assets for the five years have been made
in the company’s own shops, as these additions consist
principally of dies, jigs, patterns and similar machine
equipment.
No additions to the real estate or buildings of the
company were made during the five years.
During the examination you elicit from the company’s
books the data set forth in the following tabulation:
Net profit
Year
from
operations

Factory overhead Percentage Percentage
charged to:
of idle time of over(normal
head to
Additions
Fixed-asset percentage productive
to fixed
assets
Operations accounts
20%)
labor

1920 $270,000
1921
50,000
1922
105,000
1923 225,000
1924
90,000

$25,000
50,000
35,000
13,000
44,000

$200,000
120,000
175,000
225,000
135,000

$10,000
27,000
15,000
5,000
25,000

18
38
23
17
41

98
180
105
90
200

Discuss fully the problems to be considered involved
in your verification of the charges to fixed-asset accounts
for the five years, and if there is any division of opinion
among accountants in theory, as to the propriety of any
of the elements of these charges, present both view418
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points. Indicate, without using figures, the nature of
the adjustments, if any, that you would make in view
of the disclosed facts.
No. 3 (32 points) :
F. Burden, a store fitter, trading alone and personally
conducting all his business transactions, keeps no books
of account except a cashbook and a job book.
He requests you to make an inspection of these rec
ords and any other data available and, after making
adjustments and such provisions for reserves as you
think necessary, prepare a profit-and-loss account for
the calendar year 1924 and relative balance-sheet.
From the bank pass-book, canceled cheques and
cashbook, you obtain the following information:
Receipts:
Deposited in bank---------------------------------------------- $86,577
Amounts not deposited________________________
74,375
$160,952
Made up as follow s:
-----------For work d o n e ____ ____ __________ _______ ___ $137,564
Repayments of second mortgage on house sold___
2,063
Rentals, new stores----------------------------------- ------665
Deposit on sale of house (see notations).......... ......
1,000
Mortgage obtained on new stores.................$12,500
Less exp en ses............ .................. ..................
415
---------12,085
Mortgage interest on house sold........................ ........
289
Advances by F.Burdenfor payrolls______ ________
4,209
Old personal loans repaid________
3,012
Miscellaneous ......
65
$160,952
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Payments:
Cheques drawn ..................................... ....................... $88,220
Cash ________________________________________
72,457
$160,677
Comprising the follow ing:
W ages (cash) -----------------$70,775
Sub-contractors for la b o r ..... .....................................
2,341
Material purchased
........
48,083
Working expenses ........... ....................................... —
7,765
Burden’s personal drawings.........................................
1,953
Part cost of house sold, 1923 account (see nota tion
s)....1,750
Cost o f new stores and apartments—
Balance o f cost of land....................... ...... $4,000
Buildings (frame and stucco)..... ............ 20,141
---------New trucks (see notations)........... ......................
Cheque to bank for note receivable for work done,
returned unpaid__________________
Loan, personal, to B. Kerr__________ _______ ___
Interest on mortgage, new store............. .............

24,141
747
2,044
700
373
$160,677

No record was in evidence of the balances of cash on
hand or at the bank at January 1, 1924. The balance
at the bank on December 31, 1924, after deducting out
standing cheques, was $2,267.61. There was no cash
on hand at this date.
The following cash receipts and payments had not
been entered in the cashbook:
T r a v e l i n g a n d b u s i n e s s e x p e n s e s p a id ............................................ .

$631

B o n d s p u r c h a s e d a s a n in v e s t m e n t .............................................. ........
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Additional advances by Burden for payrolls....................... $2,519
Deposit paid on land bought for new stores----------- -----500

and the transactions as follow were also omitted from
the books, except where noted:
The house sold in 1924 was built in 1923; the pay
ments made during 1923 were $1,750 for the land and
$10,042 for the building; the balance paid in 1924
($1,755) is included in cash payments recorded. The
house was sold in 1924 for $15,850 less selling expense
$425, a deposit of $1,000 (duly recorded) having been
received in cash. An existing first mortgage of $6,500
was transferred to the purchaser and Burden took a sec
ond mortgage for the balance of the price repayable by
instalments.
On March 1, 1924, two new trucks (maker’s list
price, $750 each) were bought for $747 (as recorded),
two old trucks being traded in, as part payment, at an
estimated loss of $445. Another truck was also in use
which cost $800 in January, 1922. A new passenger
car, used for business, was bought July 1, 1924, for
$1,500 and paid for in cash, no entry therefor appear
ing on the books.
On January 1, 1924, materials on hand were $5,810
(cost) and accounts receivable (good) were $1,853.
At December 31, 1924, the inventories, etc., showed
the following:
Materials on hand (cost) paid for----------------------------Materials on hand not paid for----------------------------------

$4,351
9,032

Expense bills, 1924, unpaid....................... ......................
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Accounts receivable (good) for work done....................... $20,606
Accounts receivable (doubtful), including dishonored
note of $2,044, total $2,904, estimated value........ .........
1,452

T he total liability fo r w orkm en’s com pensation and
other insurance to December 31, 1924, fo r w hich ac
counts had not been delivered, was estim ated a t $1,100.
P rep are th e necessary accounts and balance-sheet as
at December 31, 1924.
N o. 4 (15 poin ts) :
C onstruct a skeleton balance-sheet fo r an industrial
concern, in serting the follow ing items in their respec
tive proper places:
(1 ) F ederal taxes fo r 1919, $58,000.00 proposed to
be assessed but disputed and still in process of
negotiation.
(2 ) Sinking-fund cash $10,210.00.
(3 ) Sinking-fund reserve $85,000.00.
(4 ) Com pany’s ow n bonds purchased w ith sinkingfund cash fo r $56,710.92; p a r value
$75,000.00.
( 5 ) A ppropriated from surplus as “ insurance re
serve” $65,000.00. (C om pany carries its own
insurance.)
( 6 ) R eserve fo r accidents $10,000.00 by a charge to
operating expense. (Claim s arising from acci
dents aggregate $100,000.00.)
(7 ) Stock subscriptions unpaid aggregating $75,000.
T hese are due th ree m onths from the balancesheet date.
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(8 ) T he common stock is “ no p ar.” P a rt has been
paid in a t $5, p a rt at $7.50 and p a rt at $10.00
p e r share.
(9 ) $50,000.00 o f bonds outstanding are due one
m onth follow ing the balance-sheet date.
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Examinations of May, 1926
Auditing
MAY 13, 1926, 9 A. M. to 12:30 P. M.
The candidate must answer all the following questions:
No. 1 (10 points) :
Is it within the province of the auditor to draw atten
tion to the following ?
(a) Inefficiency of office management and office staff.
(b) Slack methods of operating a working cash fund
subject to cheque signed by the treasurer alone.
(c) Apparently excessive compensation paid to
officers.
(d) Deficiency in income taxes as claimed in “de
ficiency letter.”
(e) Purchase of its own capital stock by a corpora
tion in its first year of operation.
(State the reasons for your conclusions.)
No. 2 (10 points) :
A large concern, manufacturing several kinds of steel
for commercial uses, has mills in various cities. The
materials and supplies which it uses comprise ores, iron
and steel in various forms, chemicals, precious metals,
lime, coal and oil; also small machine parts, tools and
numerous other items. One month after the close of the
fiscal year you are called upon to prepare and to certify
to a balance-sheet as at the end of the year. What
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would you do with regard to the verification of inven
tories ?
No. 3 (5 points) :
The product of your client is shipped in containers
which are returnable by the customer. These are kept
in repair and used for new shipments. The containers
are charged to customers as shipped at $2 each. Their
average cost to your client is 75 cents each. At the end
of the audit period you find that 1,000 containers billed
to customers were not returned and that 800 are on
hand at the plant. Show how these items should appear
on the balance-sheet of your client.
No. 4 (10 points) :
(a) What is the effect, on the accounts, of the use of
arbitrary instead of actual rates of exchange for the
entry of imported merchandise purchases ?
(b) What is the proper basis for exchange rate cost
on goods shipped C. I. F., also on goods shipped
F. O. B.?
(c) State three different methods commonly em
ployed of making payment for imported merchandise.
No. 5 (10 points) :
You are making an audit of a company which erected
an office building on which work was started April 1,
1922, and finished April 1, 1923. Your audit covers the
fiscal year ended March 31, 1924. The work has been
financed by an issue of bonds and an issue of stock.
W hat special points would you consider in making the
audit and reporting thereon ?
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N o. 6 (10 points) :
W h a t ratios (o f one item, o r total, to an o th er) are
m ost significant from a credit standpoint in the com
parison o f balance-sheets and income statem ents for the
sam e com pany fo r several years? M ention a t least
three ratios and explain w hy they are significant.
N o. 7 (1 0 poin ts) :
Y o u a re m aking a detailed audit o f a public-service
corporation supplying a d istrict w ith electric light, heat
and pow er. In addition to p reparing the final accounts
and a balance-sheet, you are to certify the am ounts of
capital expenditure d uring the year, so as to perm it the
corporation to dem and new m ortgage bonds, in pay
m ent o f th is expenditure, from the tru stee fo r th e bond
holders. D u rin g the course o f the au d it you learn, u n 
officially, th a t a physical inventory o f all the properties
o f the corporation has been recently m ade by the chiefs
o f th e resident engineering staff, recently changed, in
o rd e r to satisfy themselves as to th e correctness of the
book inventories, w hich have been used in previous
audits fo r the preparation o f the balance-sheet. Y ou
also learn th a t the engineers have reported, to th e m an
agem ent com pany which controls the corporation, that
fixed assets standing on the books at present a t $350,000
have been scrapped o r replaced by new construction
since the last physical inventory, m ade five years p re
viously. Since th at inventory , and to th e present time,
all new construction certified d u rin g the annual audits
has been paid fo r by the issue o f oth er m ortgage bonds
to the corporation, w hich has sold them th rough the
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m anagem ent company. T h e new construction during
the year you are now auditing am ounts to $550,000.
T he engineers’ report has not been approved by the
m anagem ent company, and no m ention of it, nor of
any intended new physical inventory, has been m ade
in the m inutes of the m eetings o f directors o r stock
holders o f the public-service corporation. W h at notice,
if any, should you take o f the engineers’ rep o rt?

No. 8 (10 points) :
S tate and discuss the tw o m ost im portant points fo r
a concern to take into consideration which is in the bus
iness of selling m achinery on long-term instalm ents.
In auditing a cu rren t y ear’s operations, to w hat extent,
if at all, should the au d ito r concern him self in such a
case w ith fu tu re y ears?

No. 9 (5 points) :
S tate briefly the advantages and disadvantages, as
regards (a ) th e issuing company, (b ) the stockholders
and (c ) intending investors, o f shares o f no p a r value,
as com pared w ith par-value stock.

No. 10 (10 points) :
W ith regard to the use of qualified au d it certificates
(a ) state the occasion fo r qualified certificates and th eir
p roper and justified use, (b ) state w hat implication is
contained in the use o f such w ords as “accepting” w hen
used w ith reference to certain asset valuations or other
conditions show n on the books.
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No. 11 (10 points) :
W hat is meant or implied in audit certificates (a) by
the phrase ‘‘properly drawn up” as applied to a balancesheet; (b) by the phrase “to show the financial posi
tion of the company as at December 31, 1925, and the
results of operations for the year ended on that date?”
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Accounting Theory and Practice—Part I
MAY 13, 1926, 1 P. M. TO 6 P. M.
The candidate must answer the first three questions and
one other question.
No. 1 (37 points):
The books of the Jones Brick Company, a corpora
tion, are kept on the basis of cash receipts and disburse
ments. At December 31, 1925, the trial balance was as
follows:
Dr.
Cash .....................
Capital stock ..............
Notes payable ......
Plant and equipment..................
Tenements ...............................................
Surface land ........
Clay la n d s..................
Sand bank .............
Barges ........................
Reserve for depreciation ..............
Reserve for depletion........... ..................
Surplus -----------------Sales of brick................. ..........................
Barge earnings ----------------- ------- —
Rents —. _____ ____________ ______
Labor ...............................
Repairs --------------------------Manufacturing expense ........................
Barge expense _____________
Fuel _______________________ ____ Executive salaries:
John Jones, president.........................
James Jones, treasurer.......................
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$27,812.15
$140,000.00
13,000.00
81,250.00
5,000.00
10,000.00
63,000.00
23,500.00
15,000.00
22,625.00
28,653.20
21,246.90
197,200.00
22,750.00
650.00
88,216.80
1,216.30
22,609.36
12,672.80
10,473.08
10,000.00
5,000.00

EXAMINATION QUESTIONS—MAY, 1926
Taxes .....................................
Income taxes, 1920, additional_____
Dividends ---------------------- — ----------

$2,360.21
520.60
25,000.00
$424,878.20 $424,878.20

T h e follow ing sales w ere m ade and w ere n o t paid fo r
a t the dates g iv e n :
$20,400.00.....................D ecem ber 31, 1924
12,700.00.....................Decem ber 31, 1925
T h e governm ent agents exam ined the p rio r y e a rs’
returns and allowed depreciation on buildings, barges
and equipm ent a t a flat rate of five p er cent. on the asset
value a t the beginning o f the year, plus tw o an d onehalf p er cent. on the net additions fo r the year and
determ ined th at the depletion allowance should be com 
puted at th e rate o f six cents per cubic yard fo r sand
and clay. O n this basis (th e cubical contents o f each
brick being six ty -fo u r inches) depletion am ounted to
$946.50. D u rin g the y ear there were additions to plant
and equipm ent o f $6,000.00. A barge, acquired in 1920
a t a cost o f $5,000.00, was sunk, to gether w ith its load
o f 300,000 bricks w hich was being shipped to a cus
tom er a t a n agreed price o f $16.00 p er thousand.
N either barge nor cargo was insured.
A ccording to the schedule o f gross income and deduc
tions shown on the first page o f the ta x returns filed for
the years 1923 and 1924, the operations of the com pany
resulted in losses o f $4,166.77 and $5,005.28 respec
tively. F ro m schedule L of these retu rn s it appeared
th a t the com pany had received dividends on stock of a
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dom estic corporation o f $100.00 in 1923 and $50.00 in
1924; also interest on liberty bonds o f $60.00 and
$30.00 respectively in those years. Schedule B of the
re tu rn fo r 1924 disclosed the fact th at th e stock o f the
domestic corporation had been sold at a loss of $25.00
and the liberty bonds a t a profit of like am ount.
T he inventory o f brick on hand a t December 31,
1924, am ounted to 4,000,000 bricks, which cost $13.10
per thousand. D uring the year 1925 th ere were m anu
factured 11,500,000 bricks, o f w hich 500,000 w ere lost
in b u rn in g ; 12,000,000, including the 300,000 lost in
the sinking o f the barge, were shipped to custom ers.
T h e com pany paid $10,000.00 on account o f notes
payable d u rin g th e year.
T h e com pany’s auditors have been instructed to
a d ju st the books o f account correctly to set fo rth the
financial condition as a t Decem ber 31, 1925, and the
result of its operations fo r the y ear ended th a t date.
A correct balance-sheet as at December 31, 1924,
was subm itted w ith the ta x retu rn fo r the year 1924.
Y ou a re requested to prepare, from the above trialbalance and succeeding data, balance-sheet as at Decem
ber 31, 1925, an d federal ta x retu rn fo r the year 1925,
w ith necessary supporting schedules.
N o. 2 (22 poin ts) :
T he plant and equipm ent and reserve fo r deprecia
tion accounts, as presented below, represent the tra n s
actions fo r th e year 1925, as recorded by the bookkeeper,
employed by the A company, Ja n u a ry 1st of th at year.
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P lant

and

Equipment

1925
Jan. 1 Balance ..............$500,000
17 Planer
............
2,000
Mar. 21 Bolt machine---1,250
Apr. 16 Crane .... .............
3,000
May 3 Electrical equip
ment for crane
1,200
27 Roof of machine
shop ................
3,500
June 3 Lathe belting__
750
Aug. 20 Wm. Smith, con
tractor ... ........ 10,000
Dec. 31 Machine shop......
3,800

1925
Jan. 31

Screw cutting
lathe ..... ..........
$150
Apr. 17 Steam engine...
300
Sept. 30 Steel and lumber
400
Dec. 31 Balance .............. 524,650

$525,500

Reserve
1925
Dec. 31

for

$525,500

D epreciation—P lant

B a la n c e ______$175,000

1925
Jan. 1
Dec. 31

$175,000

and

Equipment

Balance ..............$125,000
Depreciation at
10% per annum 50,000
$175,000

Following is a description of the transactions, and
you are required to make any entries you deem neces
sary to correct the accounts, giving reasons therefor,
and setting up corrected accounts.
The balances at the beginning are assumed to be cor
rect.
Planer, $2,000, is a standard machine purchased new.
Bolt machine was made in company’s own shop. The $1,250
represents cost of castings, $500, and direct labor, $750. The
machine-shop payroll was $20,000 ($15,000 direct and $5,000
indirect) during the year; castings and parts purchased were
$17,000; general supplies were $4,000; rent was $2,500; light,
heat and power were $3,500.
Crane and equipment, $4,200, are standard machinery, purchased
new.
Roof of machine shop was destroyed by weight of snow during
the winter. The new roof will be valueless when the building
is obsolete.
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Belting for all equipment amounting to $25,000 was charged to
plant and equipment upon opening the plant and has not been
depreciated.
William Smith is engaged in erecting an addition to the plant
buildings. $10,000 is a first payment on uncompleted work.
Machine shop, $3,800, represents cost of making tools, setting
machines and installing new machinery as follow s:
Tool making ................
$1,000
Setting machines for special work— ............
1,800
Installing planer................................ ...............
300
Installing bolt machine_________________
200
Installing crane —..........- __
500
$3,800
Screw-cutting lathe—cost, 1918, $2,000.
Steam engine—cost, 1915, $15,000.
Steel and lumber, $400, represents salvage from machine-shop
roof.
Prior to December 31, 1924, a separate account was kept for
land and buildings.
Ten per cent. per annum depreciation has been written off on
plant and equipment.

No. 3 (16 points) :
A, B, C and D formed a personal-service partnership,
the clientele of the firm being personal clients of the re
spective partners.
All fees received and all expenses were pooled by the
firm and the partnership agreement stated that the net
earnings for the year should be shared as follows:
C___________ __________ _______________ 16⅔ %
D ......... ..................... ................................ ............ 10 %
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On August 31st, as a result of a dispute, a supple
mentary agreement was made between the partners cov
ering the remainder of the year. This agreement pro
vided that the distribution of net earnings was to be
made on the basis of the above percentages, except that
in distributing the net earnings for the last four months
of the year, so far as C and D were concerned, a net
earning was to be assumed on the basis of payment by
the clients of A and B of gross fees of $175,000 and
$250,000 respectively, instead of the amounts actually
received from these clients.
The deficiency in A ’s gross fees was to be charged to
him and the excess in B’s gross fees credited to him.
No adjustment for expenses was to be applicable to
either deficiency or excess.
The net income from January 1st to August 31st was
$75,000.
From September 1st to December 31st, the following
gross fees were received:
Fromclients of A____ _____________ $110,000
“
“
“ B......... ............................290,000
“
“
“ C.................................... 15,000
“
“
“ D............
25,000
The operating expenses for the last four months were
$55,000.
Determine the total net income of each partner for
the year, resulting from the business of the firm and
conforming with the supplementary agreement.
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No. 4 (25 points):
The summarized balance-sheet of a corporation, about
to be reconstructed, is as follows:
A ssets
Plant and machinery......................... ...............................
Cash and accounts receivable (g o o d ).........................
Materials and goods on hand (finished and unfin
ished) ........................... - ...............................................
Materials stored, subject to lien of bankers, for loans
Patents and goodwill------------------ -----------------------Deficiency ____ _________________________ _______

$2,500,000
150,000
1,700,000
500,000
4,500,000
650,000
$10,000,000

L iabilities
Trade creditors ------------- ---------------------------------- $1,350,000
Bankers, for notes discounted and loans___________
650,000
First-mortgage bonds (6% )— ...........
3,000,000
First preferred stock (7% ), issued and fully paid,
30,000 shares ___________________________
3,000,000
Common sto c k _______
2,000,000
$10,000,000

A new appraisal shows the present value of the plant
and machinery to be $1,500,000 and the materials and
goods on hand (finished and unfinished) to be worth
$1,095,000. Patents and goodwill were not appraised
but $3,000,000 is to be written off. Accounts receivable
were collected in full.
The agreement for the reconstruction provides that
the mortgage bondholders are to receive new first-mort
gage five per cent. bonds for sixty per cent. of the amount
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of their old bonds and new six per cent. first preferred
stock for forty per cent. of the old bonds in full dis
charge of their claims. The old bonds are to be can
celed.
Bankers are to take the material stored at a valuation
of $400,000 and to accept fifty per cent. of the balance
owing in the new five per cent. mortgage bonds and to
reserve their rights of recourse against other parties
liable on notes and guarantees.
Trade creditors are to be paid twenty per cent. in
three months’ notes in full settlement. Preferred stock
holders are to receive 30,000 new six per cent. second
preferred shares of $100 each, twenty-five per cent.
paid, in exchange for the old preferred shares; the
unpaid seventy-five per cent. is to be payable in instal
ments of twenty-five per cent. at intervals of three
months.
The common stock is to be canceled entirely.
To provide working capital, an issue was made of
10,000 shares of new first preferred stock which was
sold at an average price of $100 each.
Draft a balance-sheet showing the result of the recon
struction, assuming the expenses of reorganization to
have been $100,000.
No. 5 (25 points):
On January 1, 1920, A leased a building to B for the
period ending December 31, 1934, at an annual rental
of $7,000 payable annually in advance. Subject to this
lease, A leased the same property to C on January 1,
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1926, for a term of 50 years at an annual rental of
$10,000, payable annually in advance, C receiving the
rental of $7,000 payable by B during the remainder of
B’s lease. For this lease C paid to A an additional
$1,500 as a bonus.
Omitting all consideration of income-tax questions,
how should the various accounts appear on C’s books if
he calculate interest at six per cent, per annum on the
investment ?
Given at six per cent:
( 1 + i ) 9 = 1.689479
v9 = .591899
( 1+ i ) 10= 1.790848
v10= .558395
( 1 + i ) 41 = 10.902861
v41= .091719

437

Commercial Law
MAY 14, 1926, 9 A. M. TO 12:30 P. M.
Give reasons for all answers
( Each satisfactory answer is entitled to 10 points)
Negotiable Instruments
Answer three o f the following four questions:
1. A subscribes for a certain number of shares in the
B corporation upon its formation, but only 60% of the
subscribed capital has been called. A has paid all instal
ments called and in addition has lent the B corporation
$3,000 for which he has taken the corporation’s nego
tiable promissory note and has transferred the note to
X. On the due date X demands payment but the com
pany calls for further capital instalments on A ’s sub
scription and sets up the amount of the call as an offset
to the note. Is the corporation’s procedure correct?
2. Explain the difference between an assignable note
and a negotiable note and give an example of each.
3. A gave to B a negotiable promissory note for $100,
the note being payable to “B or bearer.” The note was
transferred several times by delivery only, without en
dorsement, and came into the hands of R as a note for
$1,000, the alteration not being at all apparent on the
face of the instrument. W hat can R do with reference
to enforcement?
4. Is a bank depositor, having a cheque account,
required to verify the correctness of his monthly balance
as shown by monthly statement rendered by the bank
and by the returned vouchers ?
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Corporations
Answer two o f the following three questions:
5. Does a dividend on stock, declared before the
stockholder’s death, but not payable until a date after
the date of death, become part of the estate or pass to
the person to whom the stockholder devised the income
from the estate for life?
6. Define the following used with reference to cor
porations: (1) subscriber, (2) incorporator, (3) fran
chise, (4) paid-in capital, (5) by-laws.
7. W hat is a voting trust and how does it operate?
Contracts
Answer two of the following three questions:
8. A, following his discharge in bankruptcy, again
entered business and wrote to B requesting that B sell
him a certain quantity of goods to be delivered in
monthly instalments, A to have thirty days in which to
pay for each instalment. B replied, refusing to extend
credit to A unless A ’s former indebtedness to B were
liquidated. A then wrote agreeing to pay the former
indebtedness in monthly payments until paid in full.
B then extended the requested credit to A in the con
tract for A ’s new purchases. Subsequently A defaulted
in an instalment payment and B sued to recover the
balance of the old debt. Could he recover?
9. A met B in March and in the conversation said
that he would give B $3,600 to act as bookkeeper for a
year, B to begin work on May 1st. B began work on
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May 1st. On August 1st A discharged B without any
cause or reason. What, if anything, could B recover in
a suit against A for breach of contract?
10. How may a seller part with possession of per
sonal property and still keep title to it ?
Partnership
Answer one of the following questions:
11. Has a partner the right to make a general assign
ment of partnership property for the benefit of creditors
without the knowledge of his copartners ?
12. A and B enter into a partnership venture, A con
tributing one-third of the necessary capital and B con
tributing two-thirds. There is nothing said or agreed to
as to how profits shall be divided. W hat is the propor
tion of profits which should go to each partner?
Bankruptcy
Answer the following question:
13. In case of bankruptcy, does a creditor who has
obtained judgment secure any advantage?
Income Tax
Answer the following question:
14. In what circumstances may an appeal be taken to
the board of tax appeals in a controversy over income
taxes ?
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Accounting Theory and Practice—Part II
MAY 14, 1926, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions.
No. 1 (36 points) :
By the will of C. Delano, all his personal and real
property was bequeathed absolutely to his wife, Mrs.
A. Delano, she being appointed sole executrix.
On January 1, 1924, Mrs. Delano transferred all the
real estate and receivable mortgages to a company, duly
incorporated, in consideration of her receiving the whole
of its capital stock— 100 shares of no par value. This
she distributed among her children.
Mrs. Delano and two sons were appointed directors
of the company, the by-laws of which provided that its
net annual income should be paid to the transferor dur
ing her lifetime. Another clause provided that profits
on sales of real estate or mortgages should be consid
ered as capital and be reinvested.
The directors decided to sell the houses and land and
to restrict future investments to first and second mort
gages on real estate.
The following is a list of all the properties trans
ferred to the company on January 1, 1924, the capital
stock issued in payment therefor bearing the same date:
House No. 1 .......... ............... - ......... ............. ............. $13,000
2 ....... ....... ............................................... ..
13,000
3 ________________________________
9,000
(subject to mortgage payable $5,000)
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4 .................................................................
5 .................................................................
Unimproved lots A .................................................................
B.................................................................
C.................................................................

$5,000
6,000
11,000
20,000
18,500

The houses and lots were all valued in accordance
with the tax assessments of the previous year.
Sundry second mortgages, all at 6% interest, the
face value thereof aggregating $12,000 on January 1,
1924, were also transferred to the company. These
mortgages represent part of a $24,000 purchase by the
late C. Delano in 1922 at an average of 20% off the
face value.
The cash on hand, January 1, 1924, was retained by
Mrs. Delano but she voluntarily paid the organization
expenses of the company.
During the year 1924 the following transactions were
recorded:
House No. 1—sold March 1st for $15,000, of which
$3,000 was received in cash, $8,000 left on first mort
gage at 5½ % and $4,000 on second mortgage at 6%,
this being repayable by instalments.
House No. 2—sold to another purchaser on the same
date for $15,000 on the same terms in all respects.
House No. 3—sold June 1st for $10,000, subject to
the purchaser’s assuming the liability for the mortgage
of $5,000; $6,000 was paid in cash and $4,000 left on
second mortgage at 6% repayable on demand.
House No. 4— sold July 10th for $4,900 cash.
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House No. 5—traded October 1st for a receivable
second mortgage of $8,000 at 6% on an apartment
house, repayable on demand.
Lots A—sold May 10th for $30,000 cash.
Lots B—sold June 30th for $35,000; $20,000 re
ceived in cash and $15,000 by a first mortgage, at 65%,
for five years, on the land and the buildings to be erected
thereon.
Lots C—traded June 1st for a first ten-year mort
gage of $25,000 at 6% and a second five-year mortgage
of $15,000 at 6%, the agreement providing that the
purchaser build an apartment house on the land to cost
not less than $150,000. No interest was to be charged
on either mortgage until January 1, 1925, as on June
1st, $1,000 was received as a bonus from the purchaser.
At December 31st, the balance of $12,000 due on
second mortgages had been reduced by repayments of
$2,500, and $610 was received for interest.
The following additional amounts were received from
houses and lots sold: each of the houses—Nos. 1 and 2
—interest on first mortgage $330, on second mortgage
$180 and instalment repayment $750; No. 3—interest
$240; Lot B—interest $450.
Purchases of sundry second, 6% mortgages of the
face value of $63,000 were made for $50,000 cash. The
interest received on these to December 31st was $1,200
and the principal repaid by instalments amounted to
$5,300. The legal expenses attendant upon the trans
actions were $570.
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Rents received from houses were $870; real-estate
taxes paid totaled $425; advertising and general ex
penses amounted to $325 and two directors were paid
$250 each, nominal compensation, for services.
A supplementary claim of $1,400 was made by the
federal government for estate duty and this was paid
on September 10th.
Prepare the statements necessary to show the results
of the transactions, as enumerated, for the company
and those directly interested.
Assume interest received to be correct. Disregard
accrued interest.
No. 2 (24 points) :
The A B Finance corporation was incorporated under
the laws of the state of New York, May 1, 1924, with
an authorized capital of 100,000 shares of preferred
stock, par value $100 each, and 110,000 shares of com
mon stock, no par value.
The records of the corporation disclose the following
balances at June 30, 1925: cash $77,206.00; due from
subscribers to capital stock $884,400.00; furniture,
equipment, etc., $33,032.60; expense of organization
and incorporation $21,471.00; accounts payable
$10,296.80; salaries $66,600.00; rent $30,000.00; sta
tionery and office expense $8,381.00; postage $2,71420;
advertising $3,788.60; accounting services $2,300.00;
taxes $1,375.00; sundry expenses $7,508.40.
The company was organized to buy notes and hold
them for collection at maturity. At June 30, 1925, there
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were on hand notes to the face value of $1,203,747.80
(present value, on 6% basis, $1,167,635.37, the average
maturity date of the notes being considered as Decem
ber 31, 1925). The difference between the cost of all
notes purchased and the aggregate face values thereof
averaged 24% of the latter and amounted to
$365,038.20, recorded as service income.
The directors authorized the sale of the capital stock
in units of one share of preferred stock and one share
of common stock for $110 and a sales commission of
$15 per unit was allowed. This commission expense
aggregated $307,395, of which $36,470 was unpaid at
June 30, 1925. Full subscriptions to capital-stock units
amounted to $1,042,030 at the same date, in respect of
which stock will be issued in due course.
The stock-certificate books disclosed that 11,020
shares of preferred and 21,020 shares of common stock
had been issued to June 30, 1925. Included in the com
mon-stock issue were 10,000 shares (for services) to
the original incorporators. Preferred dividends to the
amount of $16,115.40 were paid during the period.
Prepare a balance-sheet as at June 30, 1925, after
providing 10% depreciation on furniture for one year
and deferring full service income relating to notes on
hand as applying to period ended June 30, 1925, to
average due date of notes. Amortization of organiza
tion and commission expenses need not be considered.
No. 3 (20 points) :
Corporation X has a capital stock of $100,000, lia
bilities $10,000 and surplus $25,000. The liability rep445
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resents notes given to stockholders for loans made by
them in proportion to their stock interests. A owns 400
shares and B, C and D own 200 shares each.
During 1924, X sells all its assets except cash $5,000,
to corporation Y for $145,000, for which it receives
$15,000 cash, 800 shares preferred stock of corpora
tion Y, which it records at the par value $100 per share,
and 1,000 shares of no-par common stock of corpora
tion Y.
Corporation X distributes the stock of Y to its own
stockholders who, as a part consideration, cancel the
notes of the corporation above mentioned. No entry
for this distribution is made on X ’s books as the officers
are not sure how to make it nor are they sure what
value should be set on the stock so distributed.
Corporation Y shows its common stock to have a
book value of $93 per share but is, at that time, selling
one share of preferred with one share of common for
$130.
None of the stock of corporation X has been called
in or canceled.
You are called upon by corporation X to make the
proper entries and to set up a balance-sheet.
No. 4 (20 points) :
M, a wholesale dealer in heavy merchandise, is
unable to reconcile the percentage of net profits, as
shown by his annual accounts, with the percentages ar
bitrarily added to cost prices, and asks your assistance in
an effort to ascertain the reason therefor.
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You investigate and find, first, that effective precau
tions are taken against theft of material and funds and
that there are adequate checks against shipping mer
chandise unbilled.
You then obtain the following information from the
books of account and the records:
(1) Twenty-five per cent. has been added to cost
prices in order to obtain an average gross profit of
20 % on sales.
(2) Expenses are estimated to amount to a total of
9% on sales, viz:— 1% selling, 1½ % office, 3½ % de
livery, 2% general and 1% executive salaries.
(3) The accounts for the last completed year, 1925.
showed the following:
Net s a le s ______________________________________ _ $2,490,000
Cost o f sales-------------------------------------------------------- 1,980,000
Gross profit ___________________________________
$510,000
Expenses:
S ellin g _____________________________
$23,600
Delivery ___________________________
165,100
Office _______________________________
37,300
General ______________________________
59,000
Executive ____________________________
25,000 310,000
Net p rofit____________________________

$200,000

(4) An analysis of the sales for an average month
during the season of 1925 gives the following details
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each invoice representing a separate delivery to a cus
tomer :
S ales:
Under
From

“
Over

$6
$10
$20
$50
$100
$200
$300.

to
“
“
“
“

“
—

Numbers
of
invoices
______ 1,020
324
$10------- ______
$20......... ______
428
$50____ ______
583
$100____ ______
667
$ 2 0 0 .......... ---------781
$300____ ______
225
______
112

Average for one month during
______
the season

4,140

Amount
of
sales
$2,648
2,679
6,174
19,440
52,630
102,475
55,210
47,000

$288,256

Prepare a statement accounting, as far as possible,
for the difference between the estimated and the actual
profits, giving the main facts but avoiding unneces
sary details, and indicating what should be done to ob
tain better operating results.
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Examinations of November, 1926
Auditing
NOVEM BER 1 8 , 1926,9 A. M. TO 12:30 P. M.
The candidate must answer all the following questions:
No. 1 (10 points):
A client suspects, from a scrutiny of sales and grossprofit figures, that the purchase record is inflated. The
client states that all cheques are signed by him per
sonally, that he knows that inventories are correct and
that the sales volume checks approximately with orders
taken, and he is therefore at a loss to know how there
can be any error. The client has called upon you to
make what investigation you deem best. Describe the
steps you would take in these circumstances and to what
purpose.
No. 2 (10 points) :
(a) State how you would verify in the audit of a
charitable institution the income comprising interest and
dividends on securities, rents and contributions.
(b) State two means usually available for checking
contributions, other than direct communication with the
donors, and give your opinion as to which you con
sider the more satisfactory and why.
No. 3 (10 points) :
You are called upon to audit the cash accounts, only,
of a manufacturing company. W hat would your exam
ination cover?
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No. 4 (10 points):
A company having an issue of debenture bonds of
$500,000, maturing in 20 years from date of issue, is
carrying the unexpired bond discount as a deferred
charge, the bonds having been issued at 90. The bonds
contain a sinking-fund provision requiring the retire
ment of one-twentieth of the issue annually, the neces
sary bonds to be called at 105 unless secured through
purchase at a more advantageous price. At the begin
ning of the sixth year, the directors availed themselves
of an offer by purchasing fifty $1,000 bonds at 85. How
should the bonds purchased and the 15% discount
thereon appear in the accounts?
No. 5 ( 1 0 points):
In the course of your audit of the X Y Z Co., you
find in your investigation of its operations that its costs
are based upon standard or predetermined costs, the
cost system being controlled in the general accounts.
All calculations are based upon operating at 75% of
capacity. However, during the year, operations were
from 90% to 95% of capacity, with the result that
factory overhead was over-absorbed to the extent of
$75,000, which remains as a credit balance in the bur
den-control account. The company officers are not
quite certain what should be done with this credit bal
ance and ask your opinion. How would you proceed to
find a solution of this problem, and what would your
recommendations be? Explain, without using figures,
what should be done with the credit balance.
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No. 6 (1 0 p oints) :
Give seven indications o f a healthy financial condi
tion w hich m ight appear on the balance-sheet and profitand-loss statem ent o f a m anufacturing concern.
No. 7 (10 p oints) :
In m aking a balance-sheet audit o f a corporation you
notice the follow ing item s:
( a ) U nissued common stock carried as treasu ry
stock.
(b ) D ividend cheques d raw n regularly fo r this unis
sued stock and charged to “ dividends,” the cheques
being redeposited and credited to treasury-stock
account.
(c ) C orporation carried life insurance on its presi
dent, policy payable to th e p re fe rred stockholders.
T he tre a su re r instructs the auditor to make any
entries on the books which are deemed necessary. W h at
adjustm ents, if any, w ould you m ake on the books and
w hat special com m ents should the au d ito r’s report
contain ?
No. 8 (1 0 poin ts) :
Y ou have been engaged to make an audit of the
books o f a corporation fo r the purpose o f subm itting
certified statem ents to bankers. Y ou find d uring the
course of y our w ork th a t the corporation ow ns all the
capital stock o f a subsidiary company, but you are
refused access to the books o f the subsidiary. W h at
position w ould you take if the officers insisted upon an
unqualified statem ent?
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No. 9 (10 points) :
Upon examining the accounts of a manufacturer of
musical instruments, who sells to the retail trade on an
instalment basis, you find that repossessed instruments
(i. e., instruments sold and replevined due to failure
of customer to pay instalments due) are included in the
inventory at original cost plus cost of reconditioning.
Give your reasons for agreeing or disagreeing with this
state of the accounts.
No. 10 (10 points) :
During the course of an audit of the books of a com
pany manufacturing and installing large units of elec
trical machinery, you find an account receivable of
$100,000 due on contract No. 100. Upon a further
examination of this account and contract, you find the
following conditions:
The total amount of the contract is $200,000 and by
reason of certain concessions the customer agreed to
pay one-half upon signing the contract and one-half
upon completion of the installation. You find that at
December 31, 1925, the contract has been signed,
$100,000 has been received, but work on the contract
has not been commenced. The following entries appear
on the books:
Accounts receivable __________________ $200,000
To s a le s ______ ____ ________________
Cost o f sales (estimated)............... ..........
120,000
T o reserve for construction costs..... ......
Cash ---- --------------------------- --------- ------100,000
To accounts receivable............... .............
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$200,000
120,000
100,000

A U D IT IN G

The officers of the company advance the explanation
that, inasmuch as conservative estimates show that the
contract will net a profit of $80,000, and having re
ceived $100,000 in cash, they are correct in taking up all
the profit. What would you do under these conditions ?
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Accounting Theory and Practice—Part I
NOVEMBER 18, 1926, 1 P. M. TO 6 P. M.
The candidate must answ er the first three questions and
one other question.
No. 1 (37 points) :
You are employed by the X Company, engaged in the
manufacture of electric washing machines, to make an
audit of its books of account and records for the year
ended December 31, 1925.
From the following trial balance (abstracted from
the company’s books as of December 31, 1925, before
closing) and accompanying data, prepare such adjust
ing entries as you think necessary; a balance-sheet as
at January 1, 1926, and a detailed statement of income
and profits for the year ended December 31, 1925.
Cash ......
Accountsreceivable ......................................
Notes receivable ....................................... _
Land ....................
Buildings .....................................................
Machinery andequipment............................
Tools ............
Reserve for depreciation—
Buildings ...................................................
Machinery and equipment__________
Tools ___
Stationery and office supplies................. .
Salesmen’s salaries ----------------------- ---Inventory—
Work in process and finished goods,
December 31, 1924_____ _________
Materials, December 31, 1924_______ _
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$235,240
547,000
36,250
150,000
450,000
1,000,000
51,000
$131,000
310,000
27,500
12,620
87,500

525,000
350,000
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Reserve for bad debts..................................
Donations ......................................................
General office salaries..................................
Unexpired insurance ...................................
Return sales and allowances....................
Power, light and heat.................................
Maintenance and repairs............................
Sundry factory expenses...........................
Factory supplies ..........................................
Direct labor ..................................................
Materials purchased .................................
Depreciation, buildings ..............................
“
machinery and equipment
“
tools ......................................
Sales ................................................................
Indirect labor ................................................
Insurance ......................................................
Executive salaries ........................................
Miscellaneous office expense.....................
Interest paid ..................................................
Bank loans ....................................................
Trade accounts payable.............................
Accrued wages ............................................
Property taxes ..............................................
Traveling expense, salesmen.....................
Advertising ..................................................
Capital stock, common—$100 par per
share ..........................................................
Capital stock, preferred—7% cumulative,
$100 par per share...................................
Accrued local taxes.....................................
Surplus ..........................................................
Tools produced for company’s use...........
Dividends paid ............................................

$1,600
350
32,520
2,650
31,720
37,650
39,265
37,875
73,060
450,000
1,625,000
6,000
60,000
12,500
$3,340,000
242,000
18,700
110,000
3,700
8,400
50,000
81,000
24,650
12,950
14,820
18,000
1,000,000
350,000
8,750
973,970
11,000
24,500
$6,307,870 $6,307,870
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During the course of your audit, the following facts
are disclosed:
The cashbook was held open at the close of the ac
counting period and collections on customers’ accounts
of $20,000, received in January, 1926, were included
in the period under review as cash in transit.
The accounts receivable are found to be in bad con
dition and to include $12,000, admittedly worthless, and
$17,000 on which only a fifty per cent. recovery is
expected. Of the bad accounts, $11,000 relate to prior
years as do $8,000 of the doubtful accounts. All ac
counts written off by the company in 1925 relate to
prior years. Notes receivable are considered to be good.
Your examination of the bad-debt reserve indicates a
debit balance of $1,600, per books, as at December 31,
1925.
The inventories, December 31, 1925, consist of the
following:
Raw m aterials............. ................................................ ...... $380,000
Factory supplies ........... ............................... ........................
18,600
Work in process and finished goods..................... ............
750,000

The work-in-process and finished-goods inventories
comprise the following elements of cost:
Labor ................. .............................................
M aterials..... ...................................................
Factory overhead .............................. - ........
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1924
$100,000
300,000
125,000

1925
$140,000
400,000
210,000
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Overhead is distributed on the basis of productive
labor and your examination of the cost accounts dis
closes the following:
Actual
productive
labor
1923_____________ _____
$400,000
1924_____________ _____
300,000
1925_____
____ _____
450,000

Actual
overhead
$490,000
480,000
540,000

Rate used
in
cost system
125%
125
150

The company computes its depreciation on the basis
of rates applied to cost values at January 1, 1925,
although effect has been given, on the books of the com
pany, to an appraisal of all properties as of January
1, 1925.
Following is a summary of the property accounts and
reserves for depreciation:
Book value
Dec. 3 1 , 1924
(cost)
Gross value:
Land __ .........___ ........________ ..
Buildings ___________________ ...
Machinery and equipment-------- ...

Appraisal
values
Jan. 1 , 1925

$50,000
300,000
600,000
50,000

$150,000
450,000
1,000,000
40,000

Reserves for depreciation:
Buildings ............ ...................... .. $150,000
Machinery and equipment-------- .. 400,000
30,000
Tools -------------------------- .

$125,000
250,000
15,000

The following rates of depreciation used by the com
pany are found adequate: buildings, 2% ; machinery
and equipment, 10% ; tools, 25%. Additions to the
property accounts during 1925 consisted entirely of
tools manufactured in the company’s plant. These were
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not completed and ready for use until December 31,
1925. Charges to the tool account represent the follow
ing items: materials, $1,000; labor, $4,000; overhead,
$6,000.
The company has made no provision for federal taxes
for 1925 and admits that its liabilities are, in this
respect, understated. It claims, however, that it has no
federal tax liability for taxes for prior years. Upon
examination of the company’s returns and tax file, you
find that although heavy losses, incurred in 1921 and
1922, would practically offset the profits of 1923 and
1924, the company made very large profits in 1918. 1919
and 1920; that a field agent has made an examination
and found an additional tax liability for these years of
$100,000. A letter in the files from the company’s tax
attorneys estimates the liability at $75,000 and your own
scrutiny of the returns for these years serves to con
firm this estimate.
Among the stipulations of the preferred-stock agree
ment is a clause to the effect that annually, on or before
March 31st of each year, the company shall set aside,
out of the earnings of the calendar year preceding, the
amount of $25,000 to purchase for retirement and can
cellation an equivalent par amount of preferred stock
which is callable by lot at par.
No. 2 (15 points) :
The X Y Z company maintains a central warehouse at
Chicago and operates stores in Chicago and several
other cities.
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Goods are shipped from the warehouse to the stores
when the proper formal requisitions are made by the
store managers, and these goods are billed at purchase
cost, plus a certain percentage to cover actual ware
house expense, the freight thereon being paid by the
receiver.
Reports of quantities on hand are sent by each store
manager to the central warehouse every week. In some
instances, surplus stock of one store is shipped to
another upon instructions by the central warehouse and
in such cases the freight from point of shipment to des
tination is paid by the receiver.
Dead stock is usually sold by each store at special
sales but at times such stock is returned to the central
warehouse which sells it to jobbers specializing in odd
lots.
State the more important points to be watched and
noted when valuing the inventory and determining
profits by stores.
No. 3 (25 points) :
A trial balance, as at December 31, 1925, and (socalled) quarterly operating statements of the A B com
pany, together with certain supplementary information,
are herewith presented.
You are required to prepare therefrom correct bal
ance-sheet as of December 31, 1925, and income account
for the period ended at that date, making what adjust
ments you think necessary and outlining, briefly, the
governing accounting axioms and principles on which
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they are made; also reconcile the correct profit or loss
for the year with that shown on the “operating” state
ment.
Trial balance—December 31, 1925
Land _______________________________________
$100,000
Buildings
...........
1,000,000
Machinery ........................................... ...................... ..
1,500,000
Accounts receivable ..........
170,000
Notes receivable -----------------------20,000
Cash ............
75,000
Capital stock, common—$100 par........... ................
$1,000,000
Five year 7% notes, dated January 1, 1925.........
500,000
First mortgage 6% twenty-year bonds—$1,000,000
par value issued—dated January 1, 1925--------900,000
500,000
Notes payable—N. Y. national bank..... - ................
201,000
Accounts payable .......................................................
500,000
Sales ..... ............................ ..........................................
Purchases, raw material---------------------------------425,000
Operating, expenses—factory ..................................
150,000
Depreciation, buildings—2% per annum................
20,000
“
machinery— 10% per annum.............
150,000
170,000
Reserve for depreciation........................................ ....
Salaries, officers... ................................................. .....
30,000
“
salesmen ________...._________________
20,000
"
office _______________ ..............................
10,000
Interest on 6% bonds_________________________
60,000
“
“ 7% notes ________________________
35,000
“
“ notes due bank
__________
6,000
$3,771,000
Operating statements
Sept. 30 Dec. 31
June 30
Three months ending : Mar. 31
$500,000
Sales ____________ $
$
$
Raw material purchased _________ --$
Operating expense.
factory ________ ...
Salaries paid:
7,500
Officers ________ ...
Salesmen ______
1,000
Office _________
Interest:
On bonds ______ ... 15,000
8,750
On 7% notes___ ...
On notes due bank

Loss
Profit

.

$200,000

$

7,500

7,500

$3,771,000
Yr. 1925
$500,000

$225,000

$425,000

150,000

150,000

7,500
20,000
6,000

30,000
20,000
10,000

1,000

2,000

15,000
8,750

15,000
8,750

15,000
8,750
6,000

60,000
35,000
6,000

$32,250

$32,250

$233,250

$438,250

$736,000

_ $32,250

$32,250

$233,250

_____

Construction:
Buildings ___ .....$500,000
Machinery _____

$500,000
500,000 $1,000,000
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$236,000
$61,750
$1,000,000
1,500,000
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Inventories—December 31, 1925:
Raw material, $100,000; goods in process, $75,000; finished
goods, $75,000. Manufacturing operations started October 1,
1925. N o raw material was used for construction. Officers and
clerks were wholly engaged in supervising and recording con
struction work to October 1, 1925. Notes to the N. Y. national
bank can be renewed for period in excess of one year.

No. 4 (23 points) :
A manufacturing plant, operating to the date of nego
tiations relative to disposition, was acquired by a newly
formed corporation, the price therefor being based on
present sound values which were stated to be as follows:
Present
sound value
Machinery ..... ........... . ......---------------- $116,500
26,300
217,300
16,750
57,550
Equipment ..... ......... .............. ....................
13,300
11,650
27,660
285,700
Buildings—A ......................... .....................
15.000
A ...............................................
525,000
B .................... ..........................
16,600
A ....... ........... ..... .....................

Age
4 ½ years
4
2½ “
2
1 year
6 years
2
1 year
12 years

5½
5
1

“
year

The estimated life of the machinery is ten years from
date of original purchase; of equipment, fifteen years
from date of purchase; of buildings A, thirty years and
of buildings B, forty-five years.
It is desired to set up the assets on the books at pres
ent reproductive values, with a corresponding depre
ciation reserve to bring their net book value to the
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“sound values” given above. Compute the “reproduc
tive value,” the depreciation reserve, and give the future
annual depreciation provision, all on the basis of a
uniform rate each year until the book value is ex
tinguished.
It may be assumed for the purpose of your answer
that there will be no salvage value.
No. 5 (23 points) :
A city, with its fiscal year ending April 30th, pre
pares its budget and makes its tax levy for the subse
quent fiscal year during March, taxes being payable on
or after November 1st.
In consequence of a bond election held in June, 1915,
bonds of $1,000,000 were issued dated August 1, 1915,
due in 20 years. A sinking fund is to be provided, cal
culated on a basis of 4% compounded annually.
An audit having been made as of April 30, 1926,
the balance in the sinking fund of $409,588.25 was
found to differ from the actuarial requirements.
Calculate the correct amount which should have been
in the fund and ascertain the annual adjustment neces
sary thereafter in order to meet the bonds at maturity,
as the difference is to be spread over the subsequent
levies and not provided for in the next levy only.
Presume that 4% interest will be earned in future,
that all taxes are collected in full by the end of the fiscal
year and that a deposit of the correct amount is made
in the sinking fund annually on April 30th.
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Given a t 4 % :
v 8 = .7306902
v 9 = .7205867
v 10 = .6755642

(1 + i) 8=
(1 + i) 9 =
( 1+ i ) 10=
( 1 + i ) 19 =
( 1 + i ) 20 =
( 1 + i ) 21 =
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1.3685690
1.4233118
1.4802443
2.1068492
2.1911231
2.2787681

Commercial Law
NOVEM BER 19, 1926, 9 A. M. TO 12:30 P. M.
(Each satisfactory answer is entitled to 10 points)
Answer two questions on negotiable instruments, two
on contracts, two on corporations, two on federal in
come tax and one question each on partnership and bail
ment.
Classify each answer under its proper heading, as
proper classification will be considered as part of a cor
rect answer.
Set forth the reasons and legal principles involved in
each answer.
1. Norton, owner of a pulp mill in Maine, negotiated
with Burns for the sale of the mill. Burns lived in New
York City, where Norton arranged to meet him. Norton
left Maine on October 2nd, met Burns in New York
and on October 5th they executed the contract of sale.
On October 4th the mill was destroyed by fire, a fact
unknown to both parties when the contract was signed.
What are the rights of the parties?
2. One of three members retires from a firm, the two
remaining members assuming, by written agreement, all
responsibility for the then outstanding debts. Before
these debts are paid a combination of unfortunate cir
cumstances renders the new firm insolvent. Can the
retiring partner be held for any part of the debts ?
3. W hat is a common carrier’s liability for goods he
carries, and what conditions free him from the liability?
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4. A has, among other items of income for 1925, the
following dividends:
United States Steel Corporation..................... .......................
New York Central Railroad Co.......... ............................. ......
Kerr Lake Mines, Ltd. (a Canadian corporation operating
entirely in Canada).................................................................
Corporation (a British holding corporation whose sole
income for five years past was dividends from a domes
tic corporation) .......................................................................
American Tobacco Company......................................... ...........

$350
175
125

250
300

A’s total net income exceeded $12,000. How would
you treat the above dividends in preparing A’s federal
income-tax return for 1925?
5. You are treasurer of the A corporation with power
to sign commercial paper. Draw and sign a negotiable
promissory note binding upon the corporation as maker.
6. Jones ordered Cleary, a tailor, to make him a suit
of clothes at a cost of $80. Cleary made the .suit, but
Jones refused to accept it and defended Cleary’s action
at law, pleading as a defense the statute of frauds. Was
this a good defense?
7. A corporation is formed for the purpose of manu
facturing, buying, selling and dealing in drugs, chemi
cals and similar products. The corporation, under au
thority of its board of directors, contracts to purchase
the land and building occupied by it as a factory and
store. G, a stockholder, sues in equity to restrain the
corporation from completing the contract, claiming that,
as the certificate of incorporation contained no pro
vision authorizing the corporation to purchase real
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estate, the contract was u ltra vires. Was G’s claim
correct ?
8. A borrowed $75 from B, giving to B as security
for the loan a valuable Swiss watch. B placed the watch
in his office safe. Burglars entered B’s office, broke
open the safe and took its contents including the watch.
Is B liable for the loss of the watch?
9. A makes and delivers to B a negotiable note pay
able ninety days after date, but fails to date the paper.
B fills in a wrong date and negotiates it to C for value.
What, as to C, is the correct date of maturity?
10. Explain what is meant by the term “withholding
agent” as used in the federal income-tax law.
11. The X corporation increases its authorized capi
talization from $100,000 to $200,000. Can the directors
offer the increased stock for subscription to the public
generally ?
12. A firm of three members decided to dissolve and
discontinue business. One of the members secretly
obtained a lease of the property which the firm had
occupied for many years, the new lease to begin when
the old one expired. This member obtained the lease
prior to the dissolution, but it was known at the time
that dissolution was contemplated. After dissolution
the member sold the lease at a large profit. The other
partners immediately sued to recover a share of the
profit thus made. Could they succeed?
13. A contract made, executed and delivered in
Texas is the subject of a suit in Illinois. The laws of
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which state govern the validity and construction of the
contract ?
14. Is it necessary that a negotiable instrument con
tain the words “value received” ?
15. Is a partnership required to make an income-tax
return under the federal income-tax law? How are
partnership profits taxed for income-tax purposes ?
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NOVEMBER 19, 1926, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions:
No. 1 (27 points) :
During the month of December,
Oil Company prepared a budget
months from January 1 to June 30,
pose being an endeavor to forecast
position as of June 30, 1926.

1925, the Non-such
covering the six
1926, the main pur
the company’s cash

Below are given the figures used in compiling the
budget and the actual figures for the six months.
From these and the data following, you are required
to prepare a statement for presentation to the board of
directors, showing a comparison between estimated and
actual results and, in addition thereto, a brief but com
prehensive report, to be read in conjunction therewith,
explaining the differences and their effect on the com
pany’s cash position as shown by the statement.
The figures given cover all sources of revenue and
expense.
N on -S uch O il Company

Sales of crude oil....................................................
Sales of refined products:
Gasoline ............ ...................................................
Kerosene _________ _........................................
Other ...................................................................
Purchases of refined products:
Gasoline ..............................................................
Other ___________________ ____________ __
Operating expenses:
Direct c h a rg es... ....................... _.......................
Materials and supplies from warehouses.......
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Estimated
$4,000,000

Actual
$3,610,000

4,400,000
420,000
1,555,200

4,200,000
406,000
1,580,400

315,000

380,000
102,000

1,620,000
180,000

1,560,000
170,000
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Marketing expenses ------- ----------- --------------General and administrative expenses_____ ......
Capital additions:
Direct charges __ _______________________
Materials and supplies from warehouses.... „.
Interest on bonds........... ..........................................
Bond sinking fund...........................................___
Preferred-stock dividend ___ 350,000
Preferred-stock sinking fund----------------------...
Accounts receivable:
January 1st ----------------------------------------June 30th ______________________________
Accounts payable:
January 1 s t _ ______
June 30th --------Inventories of materials and supplies:
For operating purposes, January 1st _____
For operating purposes, June 30th _______
For new construction, January 1st ______
For new construction, June 30th....................

$2,290,400
900,000

$2,222,240
800,000

2,000,000
1,500,000
60,000
50,000
200,000

1,800,000
1,500,000
60,000
50,000
350,000
200,000

900,000
1,200,000

900,000
1,100,000

700,000
800,000

700,000
750,000

50,000
50,000
500,000
500,000

50,000
50,000
500,000
400,000

N otes:

(1) There are no marketing expenses on crude oil sales.
(2) Purchases of materials and supplies are paid for within the month
received.
Statement of quantities
Purchases

Crude oil (barrels):
Estimated --------Refined products (gallons):
Gasoline:
Estimated ______ _____ 3,000,000
Actual --------------_____ 4,000,000
Kerosene:
E stim a ted --------A c t u a l-------------- ____ .
Other:
Estimated ______
Actual -------------- _____ 1,200,000
Refinery loss:
Estimated —...... —
Actual ----------------------N o t e : 1 barrel equals 42 gallons.

Production

Sales

4,000,000
3,800,000

2,000,000
1,900,000

50,400,000
47,880,000

40,000,000
42,000,000

8,400,000
7,980,000

6,000,000
5,800,000

21,000,000
19,950,000

19,440,000
17,560,000

Refinery
consumption
2,000,000
1,900,000

4,200,000
3,990,000

No. 2 (30 points) :
The assets and liabilities of four companies are given
herewith:
(A ) Holding company.
(B ) Manufacturing subsidiary of which A owns
80% of the stock, the rest being owned by
outside interests.
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(C ) Company of which 95% of the stock is owned
by B, the rest by outsiders.
(D ) Selling company, 92% of the stock being
owned by A and 8% by outsiders.
The building occupied by D was purchased from A
for $1,550,000, although A paid only $1,000,000 for it.
D has provided depreciation reserve on the $1,550,000
at the rate of 4% per annum for 5 years.
Prepare a consolidated balance-sheet eliminating the
excess valuation of the buildings due to the inter-com
pany profit taken by A in selling a building to D at a
profit of $550,000; and show the liability to the minority
stockholders of each company and, by schedule, the
minority interests and consolidated surplus.
Arrange the balance-sheet, as to sequence and group
ing of items, as you think best.
B

A

C

D

A ssets

Buildings ______________
Equipment ____________
Machinery __ ___________
Patents ________________ $600,000
Investments at par in stock
of subsidiaries ______ 1,476,000
Owing from other com
panies included in this
co n so lid a tion _________ 2,853,000
Inventories:
Raw m aterial_________
Finished g o o d s________
In process ____ ............
Accounts receivable _____
Deferred charges
....
Cash --- ------------------------385,100
Marketable securities
115,000
$5,429,100
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$160,000
940,000
135,000
731,000

$130,000
536,000

$300,000
1,550,000
120,000

136,000
128,000

1,215,000

570,000
116,000
320,500
142,200
167,313
496,300
13,200
142,750
$3,934,263

1,885,000
1,730
500,000

213,000

$1,431,730

$5,283,000
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L iabilities
Capital stock __________.$2,000,000
Surplus ..... .................._......2,210,800
Owing to companies in
cluded in this consoli
dation —
Bonded debt ........................
Notes payable --------------- 1,200,000
Accounts payable _____ _
18,300
Reserves:
Depreciation, machinery
and equipment ......... ..
Depreciation, buildings..
$5,429,100

$1,500,000
212,963

$600,000
557,730

$300,000
634,000

116,000
45,000

1,133,000
1,250,000
1,286,000
322,000

292,400
95,500

113,000

48,000
310,000

$3,934,263

$1,431,730

$5,283,000

1,720,000
.
113,400

No. 3 (20 points) :
Having been appointed to ascertain the financial con
dition of Snow, Frost & Co., stockbrokers, as at June
30, 1926, you and your staff attended the office of this
concern at the close of business on the date aforesaid.
The cash and securities on hand (both in the office
and safe-deposit vault) were counted and listed and
details secured regarding securities in transfer, secur
ities deposited as collateral for loans, those held by other
brokers for the firm’s account and those held as margin
for customers’ accounts as well as customers’ “short”
commitments.
All these data have since been verified by you.
The books of the firm have been closed, under your
direction, as at June 30, 1926, the general ledger show
ing the balances as follows:
Cash __________________________________________
Loans payable to banks---------------------------------------Due other brokers-------------------------------------------Customers’ accounts—D r . ---------------------------------“
“
—Cr....................

471

$75,000
145,000
1,400,000
1,450,000
80,000
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Advances to salesmen.......... ............................................
Securities o w n ed ..... ...........
__________ ______
Stock-exchange seat ..... ....................................................
Partners’ capital and undivided profits........... ..............

$750
400,000
90,000
390,750

The securities, above mentioned as verified, have been
valued at “market,” as at June 30, 1926, and relative to
such valuation, the following facts have been ascer
tained :
Value o f securities in office and vault___
$176,000
“
“
“
in transfer _____
“
"
“
deposited as collateralfor bank
loans ------------- --------------------“
“
“
held by other brokers for the
firm’s account _____________
“
“
“
owned by firm.........
495,500

15,000
190,000
1,955,000

An analysis of the customers’ accounts and a compar
ison with the value of securities held as margin therefor
together with the value of customers’ “short” commit
ments, disclosed the following facts:
(1) The firm held as collateral for customers’ ac
counts with ledger debit balances amounting to
$1,337,500, securities having a market value of
$1,787,000.
(2) The firm held as collateral for customers* ac
counts with ledger balances amounting to $110,000,
securities having a market value of $90,000.
(3) Customers’ accounts with ledger debit balances
amounting to $2,500 were unsecured.
(4) Customers with ledger credit balances amounting
to $7,500 owed the firm, on account of “short” sales,
securities having a market value of $9,000.
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(5) Customers with ledger credit balances amounting
to $42,500 owed the firm, on account of “short” sales,
securities having a market value of $32,500.
(6) Customers’ accounts with ledger credit balances
amounting to $30,000 had no “short” commitments.
(7) There were included in the securities deposited
as collateral for bank loans, those having a market value
of $5,000 which belonged to customers who had no
ledger balances.
From the foregoing, you are required to prepare a
balance-sheet setting forth:
(a) The financial condition of the firm as appearing
by its general ledger accounts before adjustments.
(b) The adjustments resulting from the valuation of
the securities accounted for and verified in your exam
ination.
(c) The firm’s financial condition after all such val
uations and adjustments.
No. 4 (23 points) :
Company X, a close corporation, has $200,000 fully
paid common stock of which $150,000 was owned by A.
Other capital stock of the company is $1,000,000 six
per cent. cumulative non-voting preferred.
A died in 1920 and, by will, appointed B trustee with
authority to continue the investment in the common
stock of company X and to divide the net income from
dividends among his four children during their lives.
C, one of the beneficiaries, learns that although the
company has ample working capital and has been mak473

EXAMINATION QUESTIONS—NOVEMBER, 1926
ing large profits, these profits are not distributed. He
so informs the trustee, B, who calls upon you to inves
tigate.
You obtain the following information:
Prior to 1921, the four managers and directors of the
corporation each received $15,000 per annum for serv
ices, and any balances of profits remaining after the
payment of dividends were carried to surplus account.
The board of directors remained the same but in 1921
and later years the balances of net profits were carried
forward in the profit-and-loss account.
At each annual meeting of stockholders, from 1921 to
1925 inclusive, resolutions were adopted granting the
following additional remuneration to the board of direc
tors for equal division: (a) a commission on the net
profits of each separate year, after payment of the di
rectors’ salaries, at the rate of 2½ % on the first
$100,000 or part thereof; 5% on the next $100,000 or
part thereof, and 7½ % on any excess; (b) a bonus of
5% on the amounts available for dividends at the end
of each year after payment of directors’ salaries and
commissions.
The net profits for the five years, after making pro
vision for reserves and depreciation but before charg
ing directors’ salaries or commissions, w ere:
For the year 1921_________________________ $250,000
1922.. .............................
215,000
1923 .....
245,000
1924.................................................
296,000
1925.. ...............................................
220,000
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In each of the five years, 6% was paid on the pre
ferred and 10% on the common stock.
Prepare a brief but comprehensive report including
a statement setting forth the amounts paid in each of
the five years to the board of directors and to the two
separate classes of stockholders.
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Examinations of May, 1927
Auditing
MAY 19, 1927, 9 A. M TO 12:30 P. M.
The candidate must answer all the following questions:
No. 1 (10 points) :
Describe briefly a cash audit. W hat is the purpose of
a cash audit and what are its limitations ?
No. 2 (5 points) :
Define briefly and
(a)
(b)
(c)
(d)

give examples o f :
Current assets.
Current liabilities.
Fixed assets.
Intangible assets.

No. 3 (10 points) :
W hat means may be used for verifying the correct
ness of the following items on the books of a business
concern ?
(a) Bank balances.
(b) Notes receivable which have been sent to bank
fo r collection.

(c)

Securities which have been pledged as collat
eral for loans.
(d) Indebtedness for money borrowed from banks.
(e) Indebtedness on notes payable which have been
sold through note brokers, the present holders
being unknown to the makers.
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N o. 4 (15 points) :
P re p a re a list of all im portant m atters w ith reference
to the item o f inventories w hich require attention in
m aking a balance-sheet audit.
N o. 5 (1 0 p oints) :
W h y is it essential th at any hypothecation o f assets,
or any liens existing thereon, be disclosed in a balancesheet? Indicate the steps you w ould take to ascertain
w hether o r not any p a rt o f the inventory o f a m anufac
tu re r has been pledged to secure loans o r advances.
N o. 6 (10 p o in ts ) :
A m ong the accounts receivable o f the M ississippi
Company, w hich aggregate approxim ately $1,000,000,
you find the follow ing:
A ccount of $50,000 fo r sales d u rin g the previous
m onth to the Jonesboro’ D ry Goods Company, 75 per
cent, of w hose capital stock is ow ned by the M ississippi
Com pany. Sales to this com pany a re settled prom ptly in
30 days.
A ccount o f $130,000 rep resenting principally ad 
vances to th e M em phis M etal Com pany (95 per cent. of
w hose capital stock is owned by the M ississippi Com
p any ) to enable it to m ake additions to its plant. A
considerable p a rt o f the output of the M em phis Com
pany is sold to the M ississippi Com pany at prices ad 
vantageous to the latter fo r use in its m anu facturing
operations.
A ccount o f $25,000 fo r advances to th e Bluestone
Sales Company, all of whose capital stock is owned by
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the Mississippi Company, but which has a bonded debt
of $100,000 to others than the Mississippi Company.
The advances were made principally to enable the Blue
stone Company to continue in business in spite of losses
sustained for several years past.
Account of $28,000 for advances to the president of
the company who expects to pay it off during the next
two years out of the percentage of the company’s profits
which is payable to him (if earned) under contract.
W hat examination, if any, other than that which you
would make of ordinary customers’ accounts, would you
deem desirable or necessary in the case of each of the
foregoing accounts? W hat treatment would you give
these accounts in stating the balance-sheet of the Mis
sissippi Company, (a) if it be a consolidated balancesheet, or (b) if it be a non-consolidated balance-sheet?
No. 7 (10 points):
State several reasons for the compilation of “audit
papers” and, without naming each paper, describe what
they should comprise.
No. 8 (10 points) :
You have been retained by the executors of a recently
deceased member of a firm, which operated a silk-manu
facturing business, to determine the fair value of his
interest in the firm. W hat matters, if any, would you
take into consideration other than those included in the
usual periodical audit of the firm’s accounts ? Describe
your procedure with respect to any such special ques
tions.
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No. 9 (10 points) :
In making a detailed audit, describe how you would
satisfy yourself that the sales had been properly ac
counted for in three of the following five cases:
(a) An automobile manufacturer.
(b) A bituminous coal operator.
(c) A manufacturer of heavy machine tools.
(d) A silk-dress-goods manufacturer.
(e) A building contractor.
No. 10 (10 points) :
May a certificate of a balance-sheet be qualified with
out necessarily reflecting on the validity of the balancesheet? If in your opinion such may be the case, state
the conditions and write two certificates as illustrations.
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Accounting Theory and Practice—Part I
MAY 19, 1927, 1 P. M. TO 6 P. M.
The candidate must answer questions 1 or 2 , 3 or 4 and
5 or 6.
No. 1 (47 points) :
The Arlington Silk Mills incorporated a selling com
pany in France, as of January 1, 1926, to take over the
assets and liabilities of their Paris office at that date,
which were as follows:
A ssets

Cash ____________________________________

F cs.

Accounts receivable _____
Merchandise at invoice price, plus freight
charges, etc. ..................
Furniture and fixtures ...........................................

134,000
680,000
1,050,000
40,000

Fcs. 1,904,000
L iabilities

Accounts payable______ _____— ___ __________
Arlington Silk Mills—current account________
Capital stock ______________________________

F cs.

23,800
1,780,200
100,000

F cs. 1,904,000

The exchange rate at January 1, 1926, was 3.70 cents
to the franc. During the year, merchandise costing
$160,000 was shipped by the Arlington Silk Mills and
billed at 10% above cost, and remittances amounting
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to 5,000,000 francs were made by the French company,
the details being as follows:
Merchandise invoiced
1/16____ .„ .
3/27____ __
5 / 6 ____ __
8/14____
10/16____

$30,000
20,000
50,000
40,000
36,000

@
“
“
“
“

Remittances

.0373
.0342
.0324
.0275
.0286

$176,000

2/20..
6/12..
7/10..
8/28..
11/27..
12/12..

Fcs.

500,000
1,000,000
800,000
1,000,000
700,000
1,000,000

@
“
“
“
“
“

.0356
.0287
.0254
.0284
.0360
.0379

Fcs. 5,000,000

The trial balance of the French company at Decem
ber 31, 1926, forwarded to the American company, was
as follows:
Sales . _____ ________
Merchandise purchased..__ Fcs. 5,645,581.46
Merchandise inventory _
1,050,000.00
Freight charges---------580,000.00
Warehouse charges----213,000.00
474,000.00
Salaries -------------------General expenses-.........
306,000.00
117,000.00
Selling expenses. ____
1,610,000.00
Accounts receivable----284,000.00
Cash ------------------------50,000.00
Furniture and fixtures..
Accounts payable-------Arlington Silk Mills---Capital stock.--------------

F cs. 7,730,000.00

73,800.00
2,425,781.46
100,000.00

Fcs. 10,329,581.46 Fcs. 10,329,581.46

The inventory at the end of the year amounted to
1,412,000 francs, which included freight charges, etc.,
of 140,000 francs, the exchange rate at that date being
3.90 cents to the franc.
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Prepare a balance-sheet and profit-and-loss account,
in dollars, for consolidation with the accounts of the
American company and submit the journal entries
necessary for the purpose on the books of the company.
No. 2 (47 points) :
The Kroy Manufacturing Company acquired all the
assets of the Pioneer Development Company as set
forth in the accompanying balance-sheet, as at Decem
ber 31, 1925, and thereafter operated the plant as a
branch
V endor Com pany

Balance-sheet—as at December 31, 1925
A ssets

Current assets:
Cash --------------------------------------------------------Customers’ notes and accounts receivable—
Notes _______________________ $153,460.23
Accounts receivable------------------ 495,816.44
Inventories at cost or market ( the low er)—
Raw materials and supplies
$173,651.83
Manufactured goods and goods
in p rocess............... ..................... 393,598.17
Total current assets— ............. .......................
Prepaid expenses:
Insurance, interest and taxes______________
Fixed assets:
L a n d ------------------------ ----------- $123,978.15
Buildings _____________________ 571,836.32
Machinery andequipment_______ 929,117.19
Office furniture andfixtures___
17,824.01
Patents (amortized value)__ ________________

$79,592.81

649,276.67

567,250.00
$1,296,119.48
$15,876.29

1,642,755.67
500,000.00
750,000.00
$4,204,751.44
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L iabilities
Current liabilities:
Notes payable—banks and brokers_________ —
Accounts payable—trade creditors-----------------Accrued liabilities:
Interest, state and local taxes______________
Provision for federal taxes:
Year 1925 ........... ...................................................

Total current liabilities_________________
Funded debt:
First-mortgage 6% bonds, maturing April
30, 1927 _______________________________

$175,000.00
214,014.32
25,648.19
3,519.26
47,829.56
83,012.34
$549,023.67

600,000.00

R eserves:
Depreciation _________________ $221,834.65
Bad debts
___ ______________
10,154.89
Decline in market o f manufac
tured product ________
35,000.00
General reserve ________
75,000.00
341,989.54
Capital stock issued:
Preferred— 10,000 shares, 6% cumulative—
Common—217,500 shares, no par value, de
clared value -----------------------------------------Capital surplus ____________________________
Earned surplus _____________________________

1,000,000.00
1,087,500.00
268,919.05
357,319.18
$4,204,751.44

The consideration agreed upon was as follows:
(1 ) Cash to retire the preferred stock at a premium of
10%;
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(2) The assumption of all liabilities except federal taxes
for the years prior to 1925;
(3 ) Payment in cash equal to $2.50 per share on the com
mon stock;
(4 ) The issuance o f one share of the Kroy Manufactur
ing Company’s common stock, par value $100, for
every fifteen shares of the vendor company.
(The market value of the Kroy Manufacturing Com
pany’s common stock was $125.)

The Development Company was liquidated forthwith
and a complete distribution made to the stockholders.
The expenses of liquidation amounted to $6,162.66 and
the federal taxes for the period prior to 1925 were
assessed and paid at the amount provided therefor in
the balance-sheet.
Prepare journal entries to record the transactions on
the books of both the vendor and purchasing com
panies and close the accounts of the former, showing
particularly the account with the Kroy Company, the
stockholders’ and cash accounts.
No. 3 (17 points) :
The proprietor of a business receives from the book
keeper a statement of net sales, profits and percentages
of profits of five departments for two half-yearly
periods.
He notices that each of the five departments shows a
decreased percentage of profit for the second half-year,
in face of the fact that there is an increase in total sales
and the total profit for the latter period is greater than
that for the former.
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W ith the idea that something might possibly be
wrong, he asks you to review the figures and to give
reasons for the apparent inconsistency.
Prepare your explanation in the form of a report
from the statement presented, which is as follows:
First half-year
Department
A

B..
C..
D.
E.................................

Sales
$8,750
19,800
21,250
8,250
10,920
$68,970

Net profit
$962.50
1,485.00
1,062.50
1,237.50
1,337.70

Percentage
o f profit
11%
7%
5
15

12¼

$6,085.20

Second half-year
Department
A ...............................___
B ................ ..............
C...............................
D ..............................
E...............................

Sales
$19,120
10,870
8,080
18,940
15,830

Net profit
$1,912.00
760.90
363.60
1,799.30
1,899.60

$72,840

$6,735.40

Percentage
o f profit
10%
7
4%
9½
12

No. 4 (17 points) :
You are requested to make a balance-sheet examina
tion as at December 31, 1926, of the A Company, en
gaged in the manufacture of machinery.
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During your examination, you are informed that the
inventory has been valued at cost, as reflected by de
tailed job-cost records on file. A study of the job-cost
system, under which the inventory has been valued,
indicates that factory burden has been absorbed in costs
as a percentage of direct labor. The company’s operat
ing accounts tend to show that a considerable balance
of unabsorbed factory burden has accumulated during
the year, in spite of the fact that the plant was operated
to capacity during the entire calendar year 1926.
(1) What are your conclusions regarding inventory
valuation based upon the information cited above?
(2) W hat adjustment, if any, would you make in
the total valuation of the inventory at December 31,
1926?
(3) If an adjustment in inventory valuation were
necessary, how would you make it?
No. 5 (36 points) :
On January 1, 1927, a corporation floated a bond
issue of $300,000 to be retired serially over a period of
eight years as follows:
Dec. 31,
“
“
“
“
“
“
Discount

1927.___ ____ $10,000
Dec. 31,
1928___ ____ 15,000
1929___ ___ 20,000
1930.___ ____ 25,000
and expense of issuing the bonds

1931______ , $30,000
1932____ ........ 35,000
1933_______.. 40,000
1934_______.. 125,000
amounted to $33,000.

Draft a schedule, showing how much of such bond
discount and interest you would claim as a deduction
from gross income, for federal income-tax purposes,
for each of the years 1927 to 1934 inclusive.
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No. 6 (36 points):
Corporation A has contracts with its sales and pro
duction managers whereunder each of the latter is to
receive, as extra compensation, two and one-half per
cent. of the net book profit of the company for the cal
endar year 1926, after providing for federal income
taxes.
The net book profit for the calendar year 1926,
before provision for the extra compensation and for
federal income taxes, was $95,000. There were, how
ever, deductions amounting to $5,000 included in the
net book profit as stated above, which were unallowable
for income-tax purposes.
From the foregoing data, compute the amount of fed
eral income tax payable by the corporation and the
amount of-extra compensation due to each of the man
agers.
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Commercial Law
MAY 20, 1927, 9 A. M. TO 12:30 P. M.
Answer ten questions and no more— three on nego
tiable instruments; three on contracts; two on federal
income tax, and one each on partnership and corpora
tions.
Give reasons for all answers.
Contracts
No. 1. Prepare a simple contract with the essen
tial elements arranged in separate paragraphs. Point
out the essential elements.
No. 2. How may a seller ship goods to a purchaser,
retaining title in himself until the purchase price is
paid? How is title then passed when the purchaser
makes payment ?
No. 3. On May 1, 1927, Shearman signed and sealed
a formal written offer to sell to Allen at any time on or
before May 15, 1927, certain merchandise at a specified
price. On May 5, 1927, Shearman wrote Allen that
the offer was canceled and withdrawn. Upon receipt
of that letter on May 6, 1927, Allen formally accepted
the offer and thereafter sued to enforce the contract.
W hat decision would you render in the action?
No. 4. W hat is the effect on a contract where a
party to it (a) is declared a bankrupt and receives a
discharge in bankruptcy; (b) makes a general assign
ment for the benefit of creditors? What, if any, is the
distinction between the two cases?
488

COMMERCIAL LAW

N egotiable Instrum ents
No. 5. Is the following a negotiable instrument?
Topeka, Kansas,
Jan. 10, 1927.
To George W. Brown, Topeka, Kansas:
Pay to the order of Fred L. Jones $2,000 on account o f
contract between you and the undersigned.
(Signed) J ames A. S m it h .
Accepted
(Signed) G eorge W . B rown .

No. 6. W hat must a negotiable instrument not con
tain ? W hat are the exceptions to this rule ?
No. 7. A note payable to Moore or order is en
dorsed "Pay to Neil Bartlett for collection” over
Moore’s signature. It is then endorsed "Pay to Fred
Downs” over Bartlett’s signature. Downs collects the
amount of the note from the maker. To whom does the
money belong?
No. 8. * Give an example of a case in which a holder
with notice is a holder in due course.
C orporations
No. 9. X insured certain buildings owned by him
with Y Fire Insurance Company against damage by
windstorm or tornado, paying the required premium
therefor. While the policy was in force the buildings
were damaged by wind. When X sought to recover the
amount of his damages the company contended as a
defense the wind or tornado insurance was not within
the scope of its charter powers and that the policy was
therefore void. Was such defense good?
No. 10. What is a corporation de facto? a corpora
tion de jure?
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Partnership
No. 11. A decides to go into a retail business and to
enable him to do so B and C lend A the sum of $10,000
for one year under an agreement in which A agrees to
pay to B and C as interest on such loan 5 per cent. of
the net profits of the business for one year. Subse
quently the X Company, which has sold goods to A,
brings suit against A, B and C as copartners, for the
unpaid purchase price. Does X corporation recover
against B and C ?
No. 12. W hat risks would you deem to be impor
tant for careful consideration before you would enter
into copartnership with another?
Income Tax
No. 13. In 1925 A, a stockbroker, has income
(after deduction of personal exemptions) of $7,000,
but he has suffered a loss of $40,000 in the stock mar
ket so that his return for 1926 shows a net loss of
$33,000. Can such net loss be used as a deduction from
A ’s gross income in returns for any years subsequent
to 1925?
No. 14. The W Company owns a large loft build
ing, part of which it occupies and the balance of which
is leased to various tenants under 5-year leases begin
ning January 1, 1926. In 1926 the company paid out
$25,000 to real-estate brokers as their commissions for
securing the tenants and for the making of the leases.
Is the sum so paid out a proper deduction for incometax purposes for the year 1926? If not, how is such
sum deductible?
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Accounting Theory and Practice—Part II
MAY 20, 1927, 1 P. M. to 6 P. M.
The candidate must answer questions 1 or 2, 3 or 4
and 5 or 6.
No. 1 (48 points) :
A fire-insurance company is formed, January 1,
1926, with a capital of $500,000 and paid-in surplus of
$250,000. It expects to conduct a business that will
result in a premium income (after deducting re-insur
ance and return premiums) for the first two years of
$360,000 and $450,000 respectively and of not less
than $630,000 for each succeeding year.
It is desired to keep the commission cost within 25
per cent. and the other operating expenses at $100,000
each year.
For the purpose of the reserve for unearned pre
miums, it may be assumed (a) that June 30th is the
average date of expiry of all premiums and (b) that
the premium income is equally divided between one-year,
three-year and five-year policies. For the purpose of
interest, you may assume that the company received
from its investments $40,000 the first year, $50,000 the
second year, and $60,000 each year thereafter.
You are required to make an estimate of income and
expense, in tabular form, for the first five years end
ing December 31st, assuming the fire-loss ratio to pre
mium income earned to be 50 per cent. Show how much
higher a ratio than 50 per cent. the company could bear
each year without impairing its capital.
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N o. 2 (4 8 poin ts) :
Y ou are requested to m ake a balance-sheet audit of
the records of the A rctic Fisheries C orporation, oper
ating fish canneries on P uget Sound and the coast o f
A laska.
T his corporation has been in operation fo r one year,
having acquired the properties of the A laska Fisheries
C orporation on D ecem ber 31, 1925, a t an agreed price,
subsequent to an appraisal of all fixed assets.
A condensed list o f balances, as at Decem ber 31, 1926,
is presented as follow s:
D r.

Cash in banks and on hand.......................
Accounts receivable, trade.........................
Inventory—canned salmon .......................
Inventory—supplies ...................................
Advances to fishermen.................................
Real estate _____ - ........ - ...........................
Buildings .......................................................
Labels, trademarks, etc.................
Equipment..................
Ships ..............................
Cost of sales....... ..........................................
Selling expenses .........................................
Discounts allowed .....................................
Administrative expenses ...........................
Depreciation expense .................................
Interest on bonds.........................................
Accounts payable.........................................
Accrued taxes .............................................
Reserve for bad debts.................................
Reserve for depreciation.............................
Bonded municipal assessments.................
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C r.

$167,163
140,980
102,412
25,615
66,965
122,500
518,213
24,000
325,337
330,000
1,366,812
42,617
10,614
47,886
30,807
15,000
$127,320
14,219
11,646
30,807
12,500
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Six per cent. gold bonds.............................
Sales—canned salmon ...............................
Capital ...........................................................
Capital surplus ...........................................

$500,000
1,615,429
1,000,000
25,000
$3,336,921

$3,336,921

In the course of y o u r audit, the following facts are
disclosed:
(1 ) O n Decem ber 20, 1926, a dividend o f 5% on
outstanding capital stock, payable Ja n u a ry 2, 1927, was
declared by the directors.
( 2 ) Cheques w ere draw n d uring the first ten days of
Jan u ary , 1927, but w ere entered in the cashbook und er
date o f Decem ber 31, 1926, and applied as follow s: on
accounts payable $47,036 and fo r wages $6,739.
(3 ) D uring the year, salesmen and other employees
had borrow ed m oney from the corporation am ounting
to $20,000 w hich was offset by personal cheques re
ceived and deposited in the com pany’s bank on J a n 
u ary 6, 1927, an d entered in the cashbook under date
of D ecem ber 31, 1926. A n am ount of $10,642 was also
collected in the early p a rt o f Jan u ary , 1927, on accounts
receivable and this was handled in like m anner.
(4 ) T h e bonds w ere secured by a first m ortgage on
all real estate, buildings, equipm ent and other fixed
assets and carried interest a t the rate o f 6 % p er a n 
num, payable sem i-annually on Jan u ary 1st and July
1st. T h e tru st deed contained the follow ing p ro v isio n s:
(a ) That net current assets of $250,000 must be maintained
and in no event shall current assets be less than
twice the current liabilities.
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(b ) Current assets to include cash, good current and col
lectable trade accounts and trade notes receivable,
also fishermen’s accounts and all inventories.
(c ) Current liabilities to include all liabilities except bonds
and unmatured instalments on property liens.

(5) Reviewing the operating items for previous
years, you find that annual depreciation expense on the
old company’s statements is approximately the same as
for the year 1926, viz.: $30,807, although the fixedasset values are much larger on the new company’s
books in accordance with the appraisal. Further inspec
tion shows that the rates of depreciation used by the
old company (which were considered proper) have been
reduced 50% in computing depreciation for 1926, so
that the depreciation expense will not be increased as
the result of the increase in asset values.
(6) From an analysis of the “ships” account and
from information furnished, you find that the following
vessels were taken over, at book value, from the old
company: steamships Issaquah $40,000, Klondike
$40,000 and Dawson $35,000; sailing ships Juneau
$15,000, and Skagway $10,000; gasoline boat Mermaid
$25,000. The sailing vessels had been discarded in 1925
and, although valued at $25,000, had a scrap value of not
more than $3,500.
In December, 1926, the company purchased two
steamers; the Senator costing $90,000 and the Nome
$75,000. These boats took the place of all the old
equipment which was offered for sale and realized
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prices in January, 1927, as follows: Issaquah $10,000,
Dawson $8,000 and Mermaid $12,000. The Klondike
(a sister ship of the Issaquah), the Juneau and the
Skagway were retained.
Depreciation on boats was taken, during 1926, as
follows: Issaquah $1,000, Klondike $1,000, Dawson
$875 and Mermaid $625, a total of $3,500.
It is claimed by the directors that the loss to be sus
tained on the replacing of the old boats would be more
than offset by the appreciation in value of the new
steamers, which were bought at a bargain, and you are
shown a valuation by a trustworthy appraiser rating
these vessels as follows: the Senator $225,000 and the
Nome $200,000.
(7) Included in “advances to fishermen,” you find
charges for nets, etc., amounting to $20,146. These
represent the property of the company. The nets, etc.,
are lent to the fishermen and debited to their accounts
as a matter of record. The fishermen are required to
maintain the nets in good condition.
From the foregoing data, make what adjusting jour
nal entries you consider necessary. Prepare and sub
mit a balance-sheet with any comments you think
appropriate.
No. 3 (20 points) :
The capital stock, authorized and outstanding, of the
Sabine Corporation consists of 3,000 shares of 6%
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cumulative preferred stock and 7,500 shares of com
mon stock, all being of the par value of $100 each.
The former is preferred both as to capital and to divi
dends, and the preferred dividends, payable June 30th
and December 31st, have been paid to December 31,
1925.
The balance-sheet, as of December 31, 1926, pre
pared by the company, was as follows:
A ssets

Current assets:
Cash ......................... .......................................................
Customers’ accounts receivable............... $147,500
Less, Reserve for bad debts.................
2,500
-----------Inventories at cost:
Raw materials and supplies__ ____
Manufactured goods andgoods in process_____
Total current assets..................................
Prepaid expenses ...........

$23,000

145,000
95,000
167,000
$430,000
1,700

Fixed assets:
Land ..................
Buildings ..................................................... $325,000
Machinery and equipment.............. .........
560,000

Less, Reserve for depreciation...........

$885,000
210,000
------------

75,000

675,000

Total ............... ..................................... .................. $1,181,700
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L iabilities

Current liabilities:
Notes payable—banks ........................................... —
Accounts payable—trade creditors ............... ..........
Accrued liabilities—interest and state taxes......... -

$125,000
204,200
7,500

Total current liabilities— ...............................
Reserve for contingencies___ ____________________
Stockholders’ equity:
Excess of assets over liabilities.—
......... ..........

$336,700
50,000

Total ........................... ...................... ...................

$1,181,700

795,000

You are required to comment on the statement (bal
ance-sheet), as presented and to make such changes in
form as you consider appropriate or desirable.
No. 4 (20 points):
Two firms of lawyers—J & K and L & M—decided
to amalgamate as at January 1, 1926.
J & K have receivable accounts $8,000, furniture
valued at $5,000 and a law library worth $2,500.
L & M have receivable accounts $5,500, furniture val
ued at $3,500 and a law library worth $1,500.
Each firm introduces $5,000 cash, as working capi
tal, and pays off its own liabilities prior to the amal
gamation.
The firms guarantee their respective accounts re
ceivable and are to be charged with losses on collection.
It is further agreed that each firm shall have a preferen
tial claim of 20% on the gross fees billed during the
year 1926 to their own clients. The balance of the net
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earnings, after charging all expenses, is to be divided
as follows: J 35%, K 25%, L 25%, M 15%. The
shares of the partners in the assets of the amalgamated
firm are to be in the same proportions.
The shares of the partners in the preferential claims
of 20% are to be: J seven-twelfths, K five-twelfths, L
five-eighths, and M three-eighths.
The accounts for the year ended December 31, 1926,
showed total earnings of the firm as $65,000, of which
$30,000 came from J & K ’s clients, $25,000 from
L & M ’s clients and $10,000 from new clients. Accounts
receivable unpaid (included in the $65,000) amounted
to $15,000.
The loss on collection of the original accounts receiv
able averaged 7% on J & K ’s accounts and 4% on those
of L & M.
Personal withdrawals, which were to be treated as
advances against net earnings and not as salaries, were
J $5,000, K $6,000, L $3,000 and M $4,000. No interest
was to be charged on withdrawals and none allowed on
capital.
Working expenses for the year amounted to $20,000.
After depreciating all furniture 15% and each
library 30% for the year, prepare accounts showing
the distribution of net earnings and a balance-sheet as
of December 31, 1926.

No. 5 (32 points) :
On December 31, 1926, all the outstanding stock of
a corporation (5,000 shares, common, having a par
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value of $100 a share) was owned by two stockholders,
one of whom (Smith) held 4,500 shares and the other
(Brown) 500. Earned surplus amounted to $450,000.
To enable Smith to retire from the business and to
place Brown in control, a recapitalization was effected
in the following m anner:
An appraisal of the plant—real estate and machinery
—was made, the result being an increase in sound value
thereof over the net book value of $1,000,000. Six per
cent, sinking-fund gold bonds for $1,000,000, secured
by a first mortgage on the plant, were issued at a cost
to the corporation of $115,000, representing discount
and expense, and with the proceeds therefrom Smith’s
stock was purchased by the corporation and taken into
the treasury at an agreed price of $250 a share. Such
treasury stock was then voted out in the form of a divi
dend in stock to Brown. The corporation then called in
all Brown’s stock and issued to him in return 500 shares
of new preferred stock having a par value of $100 a
share and 30,000 shares of new common stock having
no par value.
(a) Formulate the journal entries you would use to
record the foregoing transactions;
(b) Submit a statement showing the aggregate capi
tal, after refinancing, and the amount of each class
thereof, i. e. funded debt, preferred stock, common
stock and surplus (if any). Explain the method used
in assigning a value to the no-par common stock. How
much, if any, of the original earned surplus of $450,000
499

EXAMINATION QUESTIONS—MAY, 1927
could, in your opinion, be retained as surplus available
fo r dividends ? Give reasons fo r your decision.

N ote. T h e corporation being dealt w ith was incor
porated in a state in which there is no law
governing the nom inal value of no-parvalue stock.
(c ) Regardless o f the am ount o f depreciation of
fixed assets allowable as a deduction from gross
income fo r ta x purposes, state (1 ) on w hat plant value
you w ould base depreciation to be charged on the com
pany’s books, ( 2 ) w hat proportion o f such deprecia
tion you would charge against operations and (3 ) w hat
proportion, if any, o f such depreciation you would
charge against no-par-value common stock or earned
surplus, o r both. Give reasons fo r your decisions.
N o. 6 (32 p oints) :
O n December 31, 1926, A is indebted to B in the
follow ing a m o u n ts:
$1,500 due Decem ber 31, 1927, w ithout in terest;
$3,500 due December 31, 1929, w ith interest at the
rate o f 6 % payable annually;
$5,000 due December 31, 1931, w ith interest a t the
rate of 6 % , from Decem ber 31, 1926, not
payable until m atu rity o f note but to be
com pounded a n n u a lly ;
$6,000 due December 31, 1932, w ith interest a t the
rate o f 5% , payable annually.
O n this date (D ecem ber 31, 1926), A learns th a t on
D ecem ber 31, 1930, he will fall heir to $200,000 and
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arranges w ith B to cancel the fo u r notes in exchange
for one note due in fo u r years. I t is then agreed th at
the new note shall include in terest to m atu rity calcu
lated a t 5% com pounded annually and th a t B shall not
lose by the exchange.
W h a t will be the am ount of the new note?
G iven at 5% :
v1 =
v2=
v3 =
v5 =

.9523810
. 9070295
.8638376
.7835262

(1 4 - i)1 =
( 1 + i ) 2=
( 1 + i ) 3=
( 1 + i) 4=

1.0500000
1.1025000
1.1576250
1.2155062

Given a t 6 % :
( 1 + i ) 3 = 1.1910160
( 1 + i ) 5 = 1.3382256
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Examinations of November, 1927
A uditing
N O V E M B E R 17, 1927, 9 A. M . to 12:30 P . M .
T h e candidate m u st answ er all the fo llo w in g questions:
N o. 1 (8 p oints) :
N am e three ways in w hich a secret reserve m ay be
created.
No. 2 (12 points) :
T h e directors of the X com pany frankly adm it the
existence of secret reserves, ju stify in g the practice on
the ground th a t they are m aking provision fo r equal
izing dividends in bad years, and ask you to certify to
th eir statem ent and balance-sheet nevertheless. Y ou
have confidence in th eir good faith. W h at should
you do ?
N o. 3 (1 0 poin ts) :
Com m ent upon each of th e follow ing certificates,
lim iting y o ur rem arks to 30 o r 40 w ords on each one.
(1 ) W e have audited the accounts o f the A . B. Co.
fo r the year ended D ecem ber 31, 1926, and
now certify th a t the above balance-sheet has
been prepared from the books.
(2 ) W e have audited the accounts o f A . B. Co.
fo r th e year ended D ecem ber 31, 1926, and
now certify th a t the above balance-sheet has
been correctly prepared.
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(3) We have prepared the above balance-sheet of
the A. B. Co. at December 31, 1926.
(4) We certify that the above balance-sheet of the
A. B. Co. at December 31, 1926, has been
prepared from its books and is correct. We
have not audited nor verified the accounts.
No. 4 (8 points) :
Outline briefly your methods of procedure in the
audit of one of the following industries:
(1) Motion-picture production.
(2) Aircraft construction.
(3) A company producing lumber from its own
timber.
No. 5 (10 points) :
In auditing the accounts of a trading company, you
are unable to take or to supervise the actual inventory
because of lack of technical knowledge as to values,
and you are forced to accept a certificate of inventory
from the responsible officers. Give an illustration of the
form you would accept, and state what, if any, fur
ther steps you would take in verification of the values
submitted.
No. 6 (12 points) :
In making a detailed audit, how would you verify
the cost of fixed property; i. e. land, buildings, plant
and machinery?
503

EXAMINATION QUESTIONS—NOVEMBER, 1927
No. 7 (10 points) :
Define and give an example of each of the following
term s:
(a)
(b)
(c)
(d)
(e)

Depreciation
Depletion
Amortization
Appreciation
Contingent asset

Contingent liability
Deferred income
Other income
Special charges to profit and
loss
Appropriated
surplus
(j)
( f)
(g)
(h)
(i)

No. 8 (10 points) :
Where on the balance-sheet should the following re
serves be shown? Give reasons briefly.
(a) Reserve for depreciation.
(b) Reserve for depletion.
(c) Reserve for bad debts.
(d) Reserve for federal taxes.
(e) Reserve for bond sinking fund.
No. 9 (10 points) :
State the distinction between prepaid expenses and
deferred charges, giving an example of each class.
Explain why it is improper to combine them in one
item on the balance-sheet.
No. 10 (10 points):
(a) Does the certificate of an accountant constitute
a guarantee by him?
(b) W hat is the value and significance of his cer
tificate? Discuss fully.
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A ccounting T heory and Practice—P a rt I
NOVEM BER 17, 1927, 1 P. M. to 6 P. M.
The candidate must answ er the first three questions and
one other question.
No. 1 (48 points) :
The Pacific Logging Company completed its first
year of logging operations on December 31, 1926. A
list of balances from the company’s ledger (before
closing) at December 31, 1926, was as follows:
—
$4,200,000
Capital stock -------------------------First-mortgage 7% bonds...............
700,000
T im b er_______________________ ________ $4,000,600
Booming ground ______________ _______
9,000
Main railroad ------------------------- $309,641
Subsidiary railroad ___________ 235,000
544,641
Logging engines, machinery and camp
703,000
equipment ---------------------------23,250
Cash in bank and on hand---------- _______
113,700
Notes and accounts receivable-----40,737
Notes and accounts payable .......... _______
2,137
Furniture and fixtures—city office._______
4,134
Unexpired insurance premiums...._______
72,210
Reserve—depreciation............... .... —
23,780
Wages accrued ------------------------ —
59,575
Property taxes accrued______ ___ —
Labor and expenses:
Felling and sawing---------------- $96,075
Yarding and loading------------- 102,460
8,837
Scalers
...........
33,273
Rigging ---------------------- ----- 505
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H au lin g........... .............................. $135,040
13,577
Booming and rafting------------$389,262
$974,500
Maintenance—railroads _______
“
—ca m p ------------------

$32,015
4,710
$36,725

Depreciation — logging engines,
machinery and camp equipment
Depreciation—city office furni
ture and fixtures--------- ---------

$71,997
213
72,210

Insurance—industrial _________
“
—on equipment (fire)....

$13,403
8,075

Property ta x e s _________ _______ ___ _
Superintendence........... .................... __
Administrative salaries __ ______
Interest—on bonds ....................... $49,000
“ —on notes payable--------1,647
Fire-patrol expense_______________ ____
City office expense__________ __ _

21,478
59,575
11,970
19,415

50,647
4,733
4,325
$6,070,802 $6,070,802

In arriving at the results of its operations for the
year 1926, the company’s officers had not considered
depletion of timber cut for the year nor the amount
which should be charged to cost of operations in respect
of amortization of railway construction.
The trustees for the bondholders require a statement
of profit and loss for the year 1926 showing the aver
age cost of logs cut and of logs sold, also a balancesheet as at December 31, 1926.
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The following information is obtained from the rec
ords of the company:
Total standing timber acquired at inception of company:
Cost per
M feet
Feet
Total cost
Yellow fir
______ ___
$4.00
700,450,000
$2,801,800
Hemlock _______________
1.20
300,200,000
360,240
Cedar ---------------------------4.00
194,400
48,600,000
4.00
Spruce _______ _____ .
113,915,000
455,660
Red fir ___ ______________
2.50
75,400,000
188,500
1,238,565,000

$4,000,600

Logs cut during the year 1926:
Yellow f i r ---------------------------- 51,000,000 feet
Hemlock ____ ...................... ____ 14,000,000 “
____ 1, 800,000 “
Cedar _______
___ 6,810,000 “
Spruce --------- —
Red f i r ______
___ 2,250,000
Logs sold during the year 1926:
Yellow fir _______ 45,400,000
Hemlock ________ 12,500,000
Cedar - ----- ---------- 1,800,000
Spruce ______ ___ 4,250,000
2,250,000
Red fir ---------------

ft.
“
“
“
“

@ $15.00 per
“ 12.50 “
“ 15.00 “
“ 18.00 “
“ 15.00 “

M ft.
“ “
“
“ “
“

There was used by the company for the construction
of donkey sleds, during the year, 100,500 feet of yel
low fir, which is included in the foregoing figures repre
senting the timber cut during 1926. The cost of logs
so used for construction purposes is to be added to
capital expenditures at the average cost of production
of all logs cut for the year, the construction labor cost
thereon having been ascertained to be already included
in the equipment account.
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The inventory of logs “in pond” as scaled (i. e.
ready for sale)at December 31, 1926, was as follows:
Yellow fir —------Hemlock -----------------------------------Spruce ---------------------------------------

5,499,500 feet
1,500,000 feet
2,560,000 feet
9,559,500 feet

The inventory is to be valued at the average cost of
all logs cut during the year, no segregation of costs to
be made on the various kinds of timber cut.
In addition to the logs cut, as above recorded, there
were 500,000 feet of yellow fir logs and 500,000 feet
of spruce logs lying in the woods, felled and sawed, and
the cost of felling and sawing such logs is included as
part of the operating expenses for the year 1926 on
the company’s books. These logs are to be valued at
stumpage cost, plus felling and sawing cost only, as
no other costs are applicable thereto.
The railway construction is described in the accounts
as main railroad and subsidiary railroad. The main
railroad is a completed unit and all the company’s
standing timber will have to be hauled over that road
as cut. The subsidiary railroad is not a completed unit.
When completed, the total cost is estimated to be
$540,000. The standing timber to be hauled over the
subsidiary railroad is 600,000,000 feet. When the tim
ber is all cut both railroads are to be considered as
being of no further use and to have no salvage value.
Of the total timber cut for the year 1926, 40,000,000
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feet w ere cut from the standing tim ber adjacent to,
and hauled over, the subsidiary railroad.
D epreciation has been provided on all plant and
equipm ent and is to be considered adequate.
A n exam ination o f the accounts receivable disclosed
w orthless accounts am ounting to $5,500.
F ro m the foregoing list of balances and supple
m entary inform ation, prepare the statem ents desired
by the trustees fo r the bondholders and subm it details
of the ad justm ents o f accounts considered necessary
by you, ignoring incom e-tax features.
No. 2 (1 0 p o in ts) :
A lton, Locke and K ing are in p artnership, th eir re 
spective capitals and shares of profits being as fo llo w s:
Alton __
Locke ....
King ......

...... ...........
.......... ........
..................

$60,000
40,000
20,000

40%
30%
30%

$120,000

100%

It is arran g ed to adm it D arw in as a p artn er with a
tw enty p er cent. interest in the profits, he to contribute
as additional partn ersh ip capital a sum proportionate
to his interest together w ith an equal am ount fo r
goodwill.
(1 ) H ow m uch cash m ust D arw in contribute in all?
(2 ) In w hat proportion will the profits be divided
betw een the fo u r p artn ers?
(3 ) H ow should the goodwill be treated ?
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No. 3 (18 points) :
The following communication was received by the
National Bank of Extown from one of its branches:
“On April 21st our San Francisco correspondent
wired you (the head office) advising you of a deposit
made by Byrd & Co. amounting to $2,000 for account
of Branch K. The San Francisco bank credited our
account (Branch H ). You, upon receiving the wire
less, credited Branch K and debited San Francisco.
On receiving, May 15th, the San Francisco transcript
of April 21st, with the credit of $2,000, we debited San
Francisco and credited Branch K. Upon receiving
advice of our credit to Branch K, they debited us and
credited you, under advice of May 17th. Upon receipt
of this advice, May 19th, you reversed your entry with
Branch K of April 21st by debiting Branch K and
crediting San Francisco bank. Now, on June 15th, we
receive a debit from San Francisco, dated June 3rd,
reversing their entry of April 21st. So, by debiting us
on June 3rd, they must have credited you. We have not
recorded this debit on our books, awaiting further
instructions from you.
“How can this muddle be straightened out?”
Show the entries necessary to adjust the transaction
and, incidentally, how all accounts appear after adjust
ment.
No. 4 (24 points) :
Following the close of the year 1926, you are called
upon to make a balance-sheet audit for a concern en
gaged in the manufacture of newsprint and find the
following circumstances:
The company was organized the latter part of the
year 1913. The plant was completed in 1914 and used
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for experimental work in developing a new process of
paper-making during 1915 and 1916.
The bureau of internal revenue has ruled that the
plant started operations on a commercial basis on Jan
uary 1, 1917.
The original construction cost accounts have been
destroyed and the only information relative thereto you
find in the following entries as of December 31, 1916:
Plant and equipment......... ........................... _ $1,800,000
Contractors’ construction__ ___
$800,000
Company construction..... ......
935,000
(Labor and material)
Damages __________________
20,000
(Awarded construction laborers for in
juries)
D e fic it___________
_____
30,000
(1914-15 salary of president and general
manager, $20,000)
(1914-15 office and administrative ex
pense, 90%, $10,000)
Profit and loss_________ ______ ______—
15,000
(1916 salary of president and general
manager, $10,000)
(1916 office and administrative expense,
90%, $5,000)

The president and general manager at that time was a
construction engineer who devoted his entire time to
supervising the construction of the mill. It was esti
mated, in 1917, that 90% of the office and administra
tive expenses should be charged to cost of construction.
Plant and equipment--- --------------------------S u rp lu s___ __ _- ________________ _—The S Appraisal Company has placed the
replacement value o f the plant at
$2,000,000 at December 31, 1916.
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Upon inquiry about this entry, the complete appraisal
of a reputable appraisal company is placed in your
hands.
In September, 1926, the frame superstructure of the
machine-room, having become dangerous through decay
caused by climatic and manufacturing conditions, was
demolished. The brick and concrete foundations and
floors were reinforced and a modern concrete and steel
superstructure erected thereon which was completed
December 31, 1926.
The plant was in operation during construction.
The bureau of internal revenue has allowed 5% per
annum depreciation on the correct amount of machineroom construction in accordance with the regulations
and proper reserves for the years prior to 1926 have
been set up on the books. Depreciation on the old
structure was entered on the books for the full year of
1926. No depreciation was taken on the new construc
tion which cost $215,000 including $15,000 cost of
demolishing the old structure. The bureau will allow
2½ % per annum depreciation on the new structure as
a unit. The new construction is carried in an account
called “Appropriation No. 40” at $215,000.
In the appraisal book, the machine-room construc
tion is summarized as follows:
Frame construction .......... .... ........... ..............................
Excavations, brick and concrete foundations and
floors ------------------------------ — ..............................
Engineering and overhead (10% )............................. ~
Total........... ............... .................................................
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$72,72727
109,090.91
18,181.82
$200,000.00
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What entries would you suggest to reflect fully the
demolition of the old building and the correct total
balance for the new building to be carried on the books ?
Give full explanations.
What, if anything, would you do with the $200,000
appreciation of plant?
Would your solution of this problem be different if
the frame superstructure had been in first-class condi
tion but had been demolished only in the interest of
increased efficiency of the plant?
No. 5 (24 points) :
A city wishes to buy new fire equipment,
$500,000, with an estimated life of ten years
salvage value. It is necessary to issue bonds
for this purchase although, at the present time,
rates are high—six per cent. payable annually.

costing
and no
to pay
interest

How would you suggest that these bonds be issued
and what would be the annual cost to the taxpayers ?
It is expected that a sinking fund would not earn
more than three per cent. on the average.
Bonds will be issued in denominations of $100 and
multiples thereof.
Given:
(1.06)9 = 1.689479: (1.06)10= 1.790848
(1.03)9 = 1.304773: (1.03)10 = 1.343916
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Commercial Law
NOVEM BER 18, 1927, 9 A. M. TO 12:30 P. M.
Answer no wore than ten questions as directed.
Give reasons fo r all answers.
Negotiable Instruments
Answer three questions.
No. 1.
Boston, Mass.
January 2, 1927.
Ninety days after date I promise to pay to the order of X . Y.
five hundred dollars with interest.
(Signed) J ohn D oe
by A . B.
Attorney-in-fact.
Endorsed in blank “without recourse,” X . Y.

The above note passes in due course to William
Smith. The note being unpaid at maturity Smith sues.
John Doe is not liable as maker because A. B. had
no authority to sign as agent or attorney-in-fact. X. Y.
interposes the defense that he is not liable as he en
dorsed “without recourse.” Is such defense good?
No. 2. On December 1, 1910, A gives to B the
following instrument:
January 30, 1911, after date I promise to pay to B four hun
dred dollars at 25 Broad St., New York, N. Y.
(Signed) A.

B endorsed the instrument to X before maturity for
value. A, the maker, did not pay on the due date and
defended suit by X on the ground of lack of considera
tion. Could X recover?
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No. 3. Jones, a farmer, owed Smith a sum of money
for feed and seeds purchased. Jones, together with his
wife, gave a promissory note to Smith for the amount
of the debt. In a suit by Smith, the note having been
dishonored at maturity, Mrs. Jones defended on the
ground that as she was not liable for the goods, the note
was without consideration as to her. Was the defense
good ?
No. 4. By whom must payment of a negotiable in
strument be made in order to extinguish it ?
C ontracts
Answer two questions.
No. 5. A hires an automobile from the Drive-YurSelf Auto Co. at $1.00 an hour. Through no fault of
A the car is damaged in collision with B. Is A liable
to the renting corporation? Is B liable to A or to the
corporation ?
No. 6. Doran, by a written contract, agreed to sell
to Best 200 drums of acid of certain specifications, at
the rate of 2 drums per diem, title to pass upon delivery.
After delivery the acid was to be sampled and tested
and the price fixed according to daily market quota
tions. Best sold his business, including the contract
with Doran, to Trimble, but Doran refused to make
deliveries to Trimble who thereupon sued Doran for
damages. Is Doran liable?
No. 7. W hat are general damages and what are
special damages for breach of contract of sale?
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C orporations
Answer both questions.
No. 8. A banking corporation had a charter giving
its board of directors power to alter or to amend
its by-laws. One by-law provided that no interest should
be paid on certificates of deposit payable on demand.
Interest was, however, paid upon such a certificate to
X, whom the bank later sued for return of interest.
X proved at the trial that he had obtained the written
consent of a majority of the directors, one at a time,
to such payment. What, in your opinion, should the
trial judge have decided ?
No. 9. For the purpose of financing a proposed
new corporation, what would be the advantage, from
the viewpoint of the corporation, of issuing six per
cent, cumulative preferred stock (redeemable), instead
of six per cent. twenty-year gold bonds?
P artn ersh ip
Answer one question.
No. 10. Define dormant partner, limited partner
ship, general partner, trading partnership, ostensible
partner. ‘
No. 11. A partner without consent of any of the
other partners executed and delivered a mortgage on
firm real estate using the proceeds to pay certain firm
debts. Was the mortgage binding?
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Federal Income Tax
Answer question No. 12 and one other.
No. 12. The copartnership of Jones & Smith was
declared bankrupt, and copartnership assets were ad
ministered by a duly elected trustee. Just prior to dis
tribution of the final dividend to creditors, the internalrevenue department filed proofs of claim against the in
dividual partners for unpaid income tax for prior years,
claiming rights to priority of payment under the
income-tax-law provision that the bankruptcy court
shall order payment of all taxes legally due and owing
by the bankrupt to the United States before payment
of dividends to creditors. Could the revenue depart
ment succeed in its claim?
No. 13. Under the 1926 revenue act, are affiliated
corporations required to file consolidated returns ?
Summarize the provisions of the 1926 act as to returns
by affiliated corporations.
No. 14. You are employed as accountant and audi
tor for a corporation about to engage in an extensive
retail business, which will, necessarily, extend credit
to a large number of customers. Under the incometax law, in what way could you treat bad debts?
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Accounting Theory and Practice—Part II
NOVEMBER 18, 1927, 1 P. M. TO 6 P. M.
The candidate must answer all the following questions:
No. 1 (25 points) :
From the following balance-sheets and explanatory
data, prepare a consolidated balance-sheet.
Submit your working papers relative thereto.
Com pany X
Balance-sheet—December 31, 1926
A ssets

Cash _______________________________________
Investment in company Y—
1,400 shares, par value $100---------------------- —
Investment in company Z—
4,000 shares, par value $50_______ _________ —

$20,000
210,000 (1 )
200,000 (2 )
$430,000

L iabilities

and

N et W orth

Current liabilities____ ___ _____________________
Collateral gold notes, due 1934------- -----------------Capital stock—
Preferred: 1,000 shares, par value $100_____ Common: 10,000 shares, no par value.----- -------

$80,000
100,000
100,000
150,000
$430,000

Com pany Y
Balance-sheet—October 31, 1926
A ssets

Cash ________________________________________
Receivables ...............................................
Inventories ...............................

$60,000
100,000 (3 )
300,000 (4 )
$460,000
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L iabilities

and

N et W orth

Accounts payable------------------------- -----------------Capital stock—
4,000 shares, par value $100_________________
Surplus—
Balance, Nov. 1, 1925______________ $40,000
Add, Profit for year_______________
14,000
Less, Dividends paid Oct. 31, 1926.......

$54,000
10,000

$16,000
400,000

44,000
$460,000

Com pany Z
Balance-sheet—December 31, 1926
A ssets

$10,000 ( 5)
40,000 (8 )
100,000
Investment in company Y—
800 shares, par value $100---------------- -----------Investment in company X —
250 shares, preferred, par value $100--------------Land, buildings and equipment, as appraised by
General Appraisal Co., Dec. 31, 1926, at sound

120,000 (6 )
25,000 (7 )

113,000
$408,000
L iabilities

and

N et W orth

Accounts payable ____________________________ $133,000
Capital stock—
200,000
4,000 shares, par value $50__________________
Surplus—
Balance, January 1, 1926__________ $100,000
75,000
Deficit for year 1926_______________
25,000
$408,000
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N otes :

(1 )
(2 )
(3 )
(4 )
(5 )
(6)
(7 )
(8 )

Purchased October 31, 1926, at $150 per share.
Purchased January 1, 1926, at $90 per share.
Includes $20,000 due from Z company.
Includes $50,000 goods purchased from company Z.
A fter remitting $25,000 to company X , which is in transit.
Purchased October 31, 1926, at $150 per share.
Acquired at par.
Includes $25,000 advanced to company X.

No. 2 (21 points) :
The Golden Fleece Knitting Mills, engaged in the
manufacture of woolen sweaters of various kinds, is in
need of financial assistance in order to negotiate some
heavy purchases of raw material for the coming season.
The company presents the following statement of
assets and liabilities, as at October 31, 1926, with the
request that you certify it.
Upon ascertaining the facts as set forth hereunder,
make such adjustments as you think necessary and sub
mit a revised balance-sheet showing the ratio of current
assets to current liabilities and express your opinion as
to the financial condition so indicated.
A ssets

Cash in banks and on hand---------------------------------___
Trade debtors --------------------------------------$95,200
Less, Reserve for losses_______________
9,100

$10,600

Due from officers and employees
------ ___---------Inventories:
Raw m aterial________________________
$93,000
Work in process__________________ ___55,000

5,300
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Finished g o o d s........... ...................................

$225,000

$373,000

Investments—miscellaneous _____ ------------- -----------Machinery and equipment------------------------$95,900
Furniture and fixtures--------------------— —
20,600

20,000

$116,500
21,900

94,600

Prepaid insurance ------------------------------------------------

2,200

Less, Reserve for depreciation_________

$591,800
L iabilities
Notes payable ............... ......................................... ....... ....
Accounts payable ............. ..................................................
Wages accrued ......... ....... ...................................... ........
Taxes accrued .................................................. .................
Interest accrued ............................... ................. ................
Capital s to c k ................. ..................................... ................

$140,000
40,900
15,600
21,000
5,000
350,000
19,300

$591,800

Upon investigation, you discover th a t:
(1) The mill operates under a system of “standard
costs” using a basic price for wool yarn of $2 per
pound. The standard costs for labor, overhead, etc.,
vary according to the article manufactured.
(2) The company is granted a discount on yarn pur
chases of 5% off market prices if paid within 30 days
from date of invoice, and this discount is handled on
the books as a financial income at time of payment of
invoice, not as a reduction in cost of raw material.
(3) The market price of yarn, October 31, 1926,
was $1.85 per pound.
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(4) The inventories were composed as follows:
Raw material (yarn)
20,000 lbs. at cost, $1.95_________________________
30,000 lbs. at cost, $1.80_________________________
Work in process—
Yarn at standard cost, $2.00-------------------------------Labor and overhead (standard costs)------------------Finished goods—
Yarn at standard cost, $2.00_____________________
Labor and overhead (standard costs)____________

$39,000
54,000
50,000
5,000
200,000
25,000

(5) Owing to sundry imperfections necessarily and
continually arising in the manufacture, some of the
finished articles have to be classed as “seconds” and
are sold at 25% less than the selling price of “firsts.”
(6) The selling price of “firsts” is 150% of stand
ard cost.
(7) The total production of the mill for the year
(both groups being priced at the same standard cost)
was, “firsts” $680,000, “seconds” $160,000. The inven
tory of finished goods (as above) contained “seconds”
to the value of $60,000 at standard cost.
(8) There were no unpaid bills for yarn included
in the accounts payable.
(9) Under a two-year yarn-purchase contract, you
find that a shipment of yarn containing 10,000 pounds
at the contract price of $1.95 per pound f. o. b. factory
or shipping point, left the factory by rail on October
28, 1926, reaching your client on November 5, 1926,
with a freight charge of $350. The liability for this
merchandise did not appear on the books of the client.
(10) The investments include liberty bonds $3,000,
which represents both cost and market value thereof,
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and also miscellaneous stock $17,000 at cost, which are
not readily realizable and for which no market quota
tions can be obtained.
No. 3 (20 points) :
From the statements following, submitted by Brown
& Jones (a copartnership) conducting a retail grocery
store, prepare a profit-and-loss account for the year
ended December 31, 1926, and the capital accounts of
the partners who share equally in the profits:
Balance-sheets—December 31, 1926 and 1925
A ssets

Current:
Cash _____ ____ _______ __ ___ ___
Customers’ accounts receivable______
In ven tories-----------------------------------

December 31
1925
1926
$7,500
$10,500
51,000
55,000
90,000
105,000

Total current assets— ----- --------- -

$170,500

$148,500

Prepaid:
Insurance and real-estate taxes--------

$2,500

$2,250

Fixed—at cost, less depreciation:
Real e s t a te ----------------------------- ——
B u ild in gs__________ _____ ________
Equipment________________________
Motor vehicles, etc.------------------------Total fixed assets................. ............ ...
Total assets ------------------523

-----

December 31
1925
1926
$10,000
$15,000
57,000
55,000
10,000
9,000
12,000
10,000
$89,000

$89,000

$262,000

$239,750

EXAMINATION QUESTIONS—NOVEMBER, 1927
L iabilities
Current:
Notes payable—bank ________________
Trade accounts payable------- ------------Manager’s b on u s____________________

$50,000
15,000
2,000

$40,000
10,000
1,000

Total current liabilities_____________

$67,000

$51,000

Capital:
John Brown ________________________
David Jones -------------------------------------

$125,000
70,000

$104,000
84,750

Total capital --------------------------------

$195,000

$188,750

Total liabilities and capital_________

$262,000

$239,750

Cash receipts and disbursements, year ended December 31, 1926
Cash on hand—December 31, 1925----------$7,500
Receipts:
Customers _____ ___________________
Rent of apartments above stores-------Supplies—allowances on defective goods
Haulage, etc. -----------------------------------Notes payable discounted_____________

500,000
2,000
750
1,500
90,000

Disbursements:
W holesalers_____________ ___________ __
Wages of store assistants___________ __
Wages of drivers_____________________________
Miscellaneous expenses, including telephone, etc...
Manager’s bonus—year 1925___________________
Notes payable ________________________________
Discount on notes payable_____________________
Insurance and real-estate taxes_______________
John Brown _________________________________
David J o n e s__________________________________
Real estate purchased— ............................
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$400,000
15,000
7,500
6,000
1,000
80,000
3,450

3,000
15,525
51,275
5,000
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Motor vehicles purchased---------------------------------Cash on hand—December 31, 1926. --------------------

$3,500
10,500

$601,750

$601,750

No. 4 (14 points) :
You are requested by Mr. John Blank, owner of all
the capital stock of the Hoffbloom Realty Company, to
review and comment upon the statements prepared by
his manager, and herewith presented, directing special
attention to the item “Net profit to common stock”
shown in the second of the two statements:
H offbloom R ealty C om pany

Tentative profit-and-loss statement and balance-sheet,
December 31, 1926
A ssets

Goodwill ....___ _______ _______________________ _ $10,000.00
Contracts receivable_________________ $32,880.88
Other current assets-------------------------36,035.54 68,916.42
Deferred e x p en se______________________________
4,000.00
Total assets ---- ------------------------------------------- $82,916.42
L iabilities

Liabilities _____________________________ _____ — $28,081.77
Surplus account and profits—
Accrued profits, per surplus account_ $13,872.22
Allocated surplus—Reserve for in
come t a x _______________________
237.03
$14,109.25
Reserve account — Reserve
for lot-sale contracts_ $89,873.73
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Less, Real-estate accounts—
L a n d ______ $26,608.00
Development
expense____ 32,540.33 $59,148.33 $30,725.40
Estimated total profit to date, contingent
upon full payment o f lot-sales con
tracts and no further expense---------- $44,834.65
Capital stock—com m on______________
10,000.00 $54,834.65
Total lia b ilities_____________________________$82,916.42
Tentative realization and liquidation statement,
December 31, 1926
Assets to be realized—
Sale price o f remaining lots-------------Current assets, per balance-sheet-------

$16,800.00
68,916.42 $85,716.42

Reserve account—
Reserve for lot-sale contracts_______ $89,873.73
Less, Real-estate accounts---------- -----59,148.33

30,725.40

Liabilities to liquidate, per balance-sheet__________

$116,441.82
28,081.77

Net profit to common stock, to pay face of stock and
as p ro fit--------------- ---------- ------------------------------ $88,360.05

Upon inquiry, you gather the following information:
Goodwill account was opened as an offset to capitalstock account.
The balance in “Reserve for lot-sales contracts” is
the result of crediting the account for all sales and,
subsequently, charging amounts (transferred to in
come) proportionate to payments on contracts.
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The “land” and “development” accounts contain the
total amount expended on “Hoffbloom addition” which
the company was organized to plat and sell.
There is considerable expense yet to be incurred, but
there is also income (interest on contracts) which may
be treated as, roughly, offsetting the expense.
It is expected that the remaining lots will be sold
and that all contracts will be paid off within five years
from December 31, 1926, when the company will
liquidate.
No dividends have been paid on common stock, but
on preferred stock, which was retired in 1926, approxi
mately $9,000 dividends were paid.
Prepare a report, in letter form, for your client, em
bodying therein a criticism of the statements sub
mitted.
No. 5 (20 points) :
A, B, C and D form a syndicate for the purchase of
coal mines owned by A, for the purpose of selling them
to a new corporation, The Northern Coal Company.
This corporation is formed with a stock capital of
$2,250,000, composed of 20,000 seven per cent. pre
ferred shares of $100 each and 2,500 shares of common
stock of $100 each.
The subscribers pay cash in full for 3,500 preferred
shares, B paying for 1,500 shares, C for 1,000 shares
and D for 1,000 shares. The remaining 16,500 pre527
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ferred shares and also the 2,500 shares of common
stock are to be transferred by the company to A as the
purchase price of the properties.
The agreement made by the members of the syn
dicate among themselves is that A is to keep 3,000 pre
ferred shares as the actual price of the properties; that
he is to transfer, as gifts to B, C and D, one preferred
share for each share paid for by them and to donate to
the corporation 10,000 preferred shares which are to
be sold and the proceeds credited to surplus account.
He is, further, to donate to the syndicate the 2,500
shares of common stock which he received.
A market is to be made for this common stock, and
when it is sold the net proceeds are to be divided, as
promotion profits, among all the members of the syn
dicate in proportion to their final holdings of preferred
stock.
The common stock realized an average net price of
$90 per share. The preferred shares, donated to the
company, realized an average net price of $102 per
share.
Prepare the accounts of the syndicate, showing the
distribution of profit on the sale of the common stock;
and prepare the balance-sheet of the corporation after
the sale of the donated stock.
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Intangible, define
Judgments as, valuation of................................................
Pledged as collateral for notes payable, how treated....
Quick
what are
96
what statement of, in case stated..
96
Realization of, prepare statement from data_____
107
Tangible, d efine_______________________________
238
Valuation for executorship..
478
“Wasting,” how treated____
60
AUDITING
Questions in_______5, 30, 45, 61, 79, 95, 113, 134, 163, 188, 211, 238
263, 282, 307, 337, 366, 397, 424, 449, 476, 502

A U D IT P A P E R S

Reasons for and contents of..............................................
(See also “Working Sheets”)
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A U D IT R E P O R TS

Comments in, on operating statements..... .......................
Narrative, without financial statements..............................

342
364

A U D IT O R

Duty of
_____ 81
as to increase in capital expenditures...____ _________
_____ 81
as to increase in deferred assets......................................
_____ 81
as to increase in inventories____ _______ __________
_____ 81
as to increase in plant account____________________
_____ 213
. as to validity of transactions.........................................—
_____ 31
now affected by systems of internal check__
legal
_____ 188
under present market conditions______________________________ 113
.....................
........... 188
Liabilities
of
_____ 188
Responsibility of ....................... .......................
as to classification of assets and liabilities-------------- —-------------- - 47
as to directors, stockholders, and outsiders__________________— 47
AUDITS
Annual, discuss ______________________________________________ 135
Balance-sheet, define _______________________________________ —- 238
Balance-sheet, of earnings and expenses_________________________ 213
Balance-sheet _____________ ________________________________ 5, 451
. 338
Banks
Cash, procedure to disclose thefts of____________________________ 47
Complete, define .......................................................................................... 238
Continuous, define -------------- --------- ----- ------------------------------------ 238
Continuous, discuss ......................................... ...................................— 135
Detailed, discuss verification of all postings where controlling
accounts exist in a......_______.....__________ ___ _______________ 95
Detailed, of earnings, expenses, and fixed assets---------- ..213, 479, 503
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Different kinds of, what are_____ —___________ ______ —
30
Executor’s accounts for probate in, discuss_____________135
Financial, d iscu ss___________________ ..._____ __ __________ _
135
For bankers______________________ ___ __ ________ __ —- .............., 451
Patent infringement, under, discuss —.......... ............135
Programme of, outline
for industries stated________ ____ __ _____
----- 116, 503
trust estate, annual__________ __________
46
where there is a profit-sharing agreement.
80
Trustees’ accounts, discuss_______________
135
Working papers in, arrangement of
97
BAD DEBTS
Recovered, how treated___________________
58
Recovered, in part, frame entries from data.
41
Reserve for, frame entries for______ ~ __—
161
BAILMENT
464
Common carrier, liability of.............................
223
Define a
BALANCE-SHEET
Accommodation endorsements, how treated on_________________ _ 27
399, 451
Audit
Balance due is less than half the total debit balances, how shown.— 188
Bank, national, prepare from data—
—____________.................... 23
Comparative
317
comment on _
282
define ---------C onsolidated________________________________ 44, 282, 372, 470, 518
for credit purposes----------------------------------------------------------------- 372
for tax purposes, prepare from data----------------------------------------204
goodwill, minority interest, consolidated surplus, compute from
d a t a ________
190
how affected by dividend paid by subsidiary company---------- —
26
inter-company eliminations _________________
372
inter-company profits belonging to minority stockholders----------- 336
interest of holding company and outside stockholders in sub
sidiary company, how treated on------------------ ----- ----------------- 58
prepare from data______ ___ _____ .—14, 40, 168, 319, 372, 469, 518
Contracts for future delivery, how treated on----- -------------------- 27, 168
Credit purposes, prepare from data............... ................ ........................ 12
Criticize data given------------------------------------------------------------------ 212
Deficiency account, should it appear on----------------- -------- — —------ 18
282
Define
Dividend declared, how shown on---------------------------------------------- 63
Dividends, cumulative preferred stock----------------------------------- ---- 197
Double-account, d efin e------------------------------------------------------------- 282
Erroneous, criticize and correct from data..------------------- — --------- 129
Fund, define---------------------- -----—--------------------------- —- — — ------- 282
Goodwill, compute from data----------------------------------------------- ----- 220
Guarantee given, how treated on........ — ------------------------ ------ — .. 27
Instalment house, criticize and correct from data---------------- ------- 114
Inventory, valuing for----------- — .........----- - — ----------------------- — 208
Machinery bought on instalments, how treated on------------------------ 113
Merged companies, prepare for from data..— -------------------------- — 68
Notes receivable discounted, how treated on—
.----------------— 27
Partners’ accounts in, audit.------------------.. — —--------------- — —- 265
20
Partnership, involving special partner’s investment, prepare..—
Prepaid or deferred charges, significance of— ---------- ———----- 233
Prepare from data______37, 52, 68, 69, 87, 90, 92, 102, 123, 137, 181
226, 231, 248, 259, 277, 300, 329, 429, 454, 459
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Pro forma to support rediscounts at Federal Reserve bank.............. 38
Profits should be shown on, when there is no P. & L. statement__ 126
Redeemed capital stock, how reflected on............ ................................... 115
Refinancing, results of, shown in........... .............................................. ....361
Responsibilities in verifying without qualification................................ 283
Section and order on, show stated items in what................................. 112
Securities, classification of, showing
entire ownership of plant____________________________________ 28
interest in competing company.............................................................. 28
investment of sinking fund__________________ ______ _________ 28
investment of temporary surplus_____________________________ 28
stocks and bonds of company itself_____________ _____________ 28
Skeleton, prepare from data........................................................................ 422
Subsidiary company, dividend paid by, how treated on...................... 58
Treasury stock, how shown on..... ..........................................................
23
Verification of cash, notes receivable and accounts payable............ — 283
Wages or other expenses accrued, significance----------------------------- 233
Working, describe ___________________________________________ 264
BALANCES
Debit, causes and how treated.................................................................. 211
Due from customers is less than half the debit balances, what indi
cated ...........................................„........................................................ ..... 188
BANK BALANCES
Reconciliation of, how far investigated............ ...........—____ _______ 31
Verification of _________________________ __________________ 95, 164
BANKRUPTCY
Accounts on books of receiver in, what................................................... 55
Act, voluntary and involuntary under_______ __ _________________ 33
Acts of, what constitute_____________________________ ______ 34, 179
Composition, define .................................................................................... 254
Dividend in liquidation, recovery of____ ______ ..___ ___ _......._____ 275
Duties of bankrupt.................................................................................... .. 294
Income tax claims not filed within one year___ ............_________— 327
Insolvency, define under Act_____ ________________ _____________ 100
Judgment
effect on __________________________________________ ________101
rank of ................_.............................................................................150, 440
Law, object of________________________________________________ 254
Priority of income-tax claims in................„.............................................. 517
Proceeding, outline steps in ......................................................... - .......... 355
Proofs of claim are not filed, what debts discharged when------------ 120
Receiver in, define____________________________________________ 225
Receiver in, define, how and by whom appointed_________________ 120
Surety on bond after discharge in, liability of...................................... 412
Trustee and receiver in, difference between.......................................... 387
Trustee in, define..__ ___________________ ...________ - .....................— 225
Trustee in, define, how and by whom appointed.......................- ........— 120
V oluntary...................................................... ................................................ 203
BANKS
Audit o f ______ ______________________________________________ 189
Letter of credit, how shown in accounts of--------- ---- ------------------- 133
23
National, prepare balance-sheet from data---92
Statement of condition, prepare from data---340
Statements f o r _____________________ _____
BILLS
Payable, how verified in audits..........................
____263
BILLS OF EXCHANGE
291
F o r e ig n ..................................................................
I n la n d __________________________________
291
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P AGE
BONDS
Appreciated, treatment of in accounts...................................................... 380
Comparison of payment by sinking fund and by serial.............. ......... 18
Corporation’s own, how classified as an asset........................................ 28
Discount saved by purchase of own bonds, howtreated...................... 61
Expenses of issue, how treated........................................132, 405, 450, 486
Issued at discount, redeemable at a premium________ ________ ___ 299
Issued at discount, redeemable at par.....................................
299
Journal entries for issue, conversion, purchase andredemption------- 256
Sale of
frame entries from data for..................................................................... 41
to sinking fund trustees, what entries.......... .................................... 28
BOOKS
Bound, discuss merits of........................................... ................................ 43
Cash journal, describe and discuss............................................................. 60
Decedent’s estate, outline system of, for.—........................................... 77
Loose-leaf, describe and discuss............................................................ 43, 60
Minute, procedure in dealing with............................................................. 81
Record, necessary for a corporation........... ............................................ 60
BRANCH HOUSE
Accounts receivable of, how verified..... .................................................. 64
Accounts with home office......................................... .......236, 398, 458, 482
Accounts with, how stated at home office.......................- ....................... 166
Current accounts with, how modified in case stated............................ 74
Foreign conversion of currency................................................................ 220
BREWERIES
Special problems in audit of-------------------- — ..............................— —
BUDGETS
Statement comparing estimated and actual results, prepare from... 468
Budgetary control, define..... ....................................................................... 393
B Y -L AWS
Creditors’ rights, how affected by--------- ----------------------------------- - 119
Define __________— .............- ................................................ - ................. 439
Directors, act of, in violation of................................................................ 516
Directors, right of, to amend............ ......................... .............................. 10
How far binding on outsiders with and without knowledge of------- 10
BY-PRODUCTS
Profit or loss, prepare from data.............................................................. 313
CALENDAR
Thirteen months, effect on unit costs.... ................................................... 280
CANNERIES
Special problems in audit of fish............................................................ - 492
CAPITAL
Corporation, how differing from capital stock of.................................. 50
Distinction between capital stock and...................................................... 225
Expenditures
discounts for cash as, how treated........... .......- .................................. 79
duty of auditor as to............................................... ................................. 81
general principles governing_________________________ _____— 60
replacements as, discuss__________ ____ ______________________ 106
Working
174
define .........................................
88
provided gratis, how treated.
CAPITAL STOCK
Capital, how differing from................................................... .................... 50
Corporation, bow may become owner of its own......... ...................— 50
Distinction between capital and...........................- ............—.............— 225
Distribution of, between partners on converting into corporations,
show from data......................................... - ........................... ................. 183
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Donated
how treated in problem stated................................................................
what is meant by................................................................... ...................
Increase of
preference to subscribe for, who has....................................................
when may directors sell to general public..........................................
Issued for services........................................................................ ................
Issued, for what may be lawfully.... ......................................................
Issuing, what is meant by..........................................................................
No-par
comparison with par-value......................................................................
entries to issue for purchase of old company__________ _— ........
how shown in balance-sheet.................................................... ..............
Par to no-par basis, entries to change from............................................
Preferred
advantages of ................................................................. - .......................
characteristics and rights of....................................................... .............
how shown in balance-sheet.............................................................. —
in articles of incorporation.......................................................... ..........
redeemed, how reflected on balance-sheet...................................... —
redeemed, show entries for from data............................................—
shares at a premium..................................................... ...........................
Refunded, how treated on balance-sheet and for dividend purposes
Shares, how transferred............................................ ................................Treasury
define ........................................... ......................................... ...................how classified ...................................................... ....................— .........
re-sold, frame entries for from data....................................................
re-sold, how shown on balance-sheet________ _______________
Value of, how determined................... ................................................—Verification of ...................................................................................6, 135,
CAPITAL STOCK TAX
Company in hands of alien property custodian, how taxed....... ........
CAPITALIZATION
Controlling factors in determining items of............................................
Excessive, should net income be applied to reduce............................—
CARD RECORDS
Discuss merits of....................... .................................... ...........................CASH
Balance-sheet audit, outline instructions to verify in-------------------Current asset .................................................................... —........................
Thefts from, bow concealed and disclosed...........................- ...............
Verification of
at date subsequent to balance-sheet_____ __________ 7, 136, 164,
in balance-sheet........ .............................................. .................283, 338,
CAVEAT EMPTOR .......................................... ............................................
CERTIFICATES
Audit, where access to minute book is refused..............................81,
Draft form for
charitable institution ............................................. .................................
corporation’s annual report to be published.............................. - .......
credit purposes ............................................................. - ...................31,
inventory .......................................................................................... .........
outstanding liabilities................................................... .........................
For bankers ...................................................................................................
Form given, state limitations of and discuss..................................115,
Qualified, define and discuss........................................7, 339, 427, 479,
Refusal by accountant to give........................... ......................226, 339,
Unqualified, what steps required before signing..................................
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page
Examination of inventories at date of balance-sheet............................ 211
CHARGES
Prepaid or deferred.................................................................................... . 233
CHARITABLE IN STITUTIO NS
Accounts of, how verified................................................................6, 61, 449
Audit of, special problems in.... ................................................................
6
Contributions to, as deductions in income-tax returns........................ 85
CHEQUES
Certification by bank
effect of ................................... - ............................................................83, 200
liability of drawer and payee................................................................ 117
liability on failure of bank...................... .............................................. 291
obligation by bank..................................................................................... 117
words necessary to effect........ ............................................................... 83
Deposit of
law as to .................................. ......................................................... ........82
reasonable time for presentation, what is............................................
9
Forged ......................................................................................................... - 199
bank refused to make good on............ ............................................. —. 200
Liability ................................................................................................... — 273
Misappropriation by treasurer............................................. ..................... 203
Paid, when treated as vouchers........................................................... — 189
Payment stopped on, rights of payee against bank and drawer...— 99
Raised, liability of bank.................................................................... ........ 223
CHURCHES
Audit of annual report of treasurer.................................................. ......189
CITIES’ ACCOUNTS
Sinking fund for bonds.......... .................................................... ............— 462
CLASSIFICATION OF ASSETS AND LIABILITIES
What items classified as current.............................................................. - 337
CLASSIFICATION OF INCOME AND EXPENSE
Differentiation between certain items..................................................... 337
CLUBS
Audit of, special problems in..... ...............................................................
6
Dues of, how audited..— ---- ------- ...—............................................... —
30
Inventory of supplies for, how audited............................ ...................... 63
COMMERCIAL LAW QUESTIONS—..... 8, 33, 48, 65, 82, 99, 117, 147
176, 199, 223, 251, 273, 291, 323
352, 384, 412, 438, 464, 488, 514
COMPOSITION .............................................................................. .............. 254
CONSIGNED GOODS
Agent, how shown by_________________ _____________ - .................... 93
Entries on books for..................................................................................... 338
Principal, how shown by.......... ........................................ ......................... 93
CONSOLIDATED BALANCE-SHEETS
(See “Balance-sheets”)
CONSTRUCTION
.
Bonds to finance...... ............... .
---------- ---------------— - 425
Basis of charges to, when corporation does its own......................-19, 510
Liability for new................................. ................................................... ......400
Proper disposition of costs of enlarging plant........................................ 75
Requisitions for, discuss methods of preparing.................................... 132
CONTAINERS
Methods of handling in accounts........................................................ 80, 425
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Acceptance of goods below specifications..........................................353, 385
Accord and satisfaction.......................................................................... ....118
Advance of cost of material specified in.................................................. 385
Agreement to refrain from competition.................................................... 413
Assignment of liabilities by promisor u nder.......................................... 412
Assignable and not assignable...................
274
Breach of agreement.................................................................................. . 353
Brokers, not licensed_______ .____ - ............................- .......................— 274
Buyer and seller same man, liability for goods lost in transit......... .. 177
Compromise with creditors consideration for........................................ 412
Consideration, define _________________________________________ 66
Covenant, define ----------------------- -------------------------- -------------- .— 34
Damages for breach of sale......................................................................... 515
Discharge in bankruptcy, effect of, on.................................................... 488
Elements of, name................................................................................ 413, 488
Employment, breach of............................................................................... 440
Entire, when _________________
200
Executed, d efin e___________
34
Executory, define _______
34
Express, d e fin e __ ___.________________________________ _____ _ 34
For future delivery at price above market, how treated--------------- - 166
General assignment for benefit of creditors, how affects........... ........ 488
Governed by laws of what jurisdiction.............................................. ......466
Implied, define ..... ....... ................... ..................................................—
34
Instalment lease, compare with sale on deferred payments________84
Joint and several, define______________________________________ 148
Joint, define __ ______________________________ - _____148
Liability for damage to rented goods...................................................... 515
Loss by fire, agreement to rebuild______________________________ 252
Minor, when enforceable against a............................................................ 34
Misrepresentation in, define and give effect of_____ ___ ______ _ 66
Mistake in, define and give effect of__ _______________ _______ __ 66
Non-performance of, rights where there is prior notice of_______ 100
Offer and acceptance
effects of different methods of....._____________________________ 83
manner of, how affecting validity______ ._________________ 100, 324
when can be withdrawn........................................... .........................66, 488
Offeror’s liability when offeree changes terms in accepting_______ 118
Operation of law, discharge by, define_____________ ........________
50
Partial fulfilment of.................................................... .................................. 385
Payment of less than due amount........................................... ........ 412, 414
Payment postponed by agreement... ..........................................................274
Payments by person owing several debts to same creditor, how
treated —..__ ___________________________ __ ______—.......... ...... 49
Recovery of debt under, after discharge in bankruptcy...................... 439
Refusal to accept goods contracted for...... ..... ............................... 354, 465
Remedies, laws of what state govern____________________________
8
Retention of title............. .......................................................................440, 488
Revocation, validity of, in case stated................ ................................... 177
Sale of business, agreement not to engage in same business for
certain period ...... .................... .............................................
292
Sale, rights under, when property burned....................................... ....... 464
Seller tries to collect additional payment____________________ . .. 325
Separable, when ....................................................................................... .. 200
Simple, what must be in writing_____________________ _______ ___
8
Specific performance
292
Suit to recover purchase price of goods destroyed by fire..
200
Suretyship
differs from ordinary, how-----------------------------------------83
duty of insured to insurer in-------------------------------------83
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Page
Tender, what is, and effect of.......................................—- — ------——— 49
Transferred to third party, liability to fulfil.......................................... 515
Unenforceable, define ......................................- ..........- ............................
8
Uniform sales act, buyer refuses to accept goods--------------------- — 252
Validity of
laws of what state govern the_________ ______________________
8
what is, in certain circumstances.................................................. 148, 324
Vendor, rights of, when vendee refuses to accept_______________- 100
Void, define ------- ---------------------------------------------- -------------------- 8, 34
Voidable, define ............................... — ................................... „........._..„..8, 34
Warranty implied by seller of chattel, what.... ..............—......34
Written according to statute of frauds---------------------------------------- 292
CONTROLLING ACCOUNTS
______ ________________________ 8.92
CORPORATIONS
Accounts to be set up from data............................................ 156, 192, 445
Act of directors in violation of by-laws.................................................. 516
Advantages
275
414
Affiliated ...
Agreement to purchase shares, can creditors sue for balance of
purchase price .... ....................................................................................- 293
Agreement, validity of...... - ..........................................
275
Agreement with stockholders, effect as to creditors...______ ____ .... 50
Amalgamation, discuss plan________
288
By-laws, define ............................................................................................. 439
By-laws of, right of directors to amend_________________________ 10
Capital and capital stock of, difference between_______________50, 225
Capital stock
how may become owner of its own............ ....................................... 50
how verified ..................................._______....--------- - -------- -------- 6, 164
issued for services............... ............... „.........................._................... .— 202
organization w ithout................................................................................. 412
Characteristics of ...................- ......................................................... .......... 75
Close, plan of retirement of stockholder................... .................... .......... 289
Consolidated balance-sheet of, how affected by dividend paid by
subsidiary ____________ _________ _______________________ 26
Consolidated balance-sheet of, inter-company profits belonging to
minority stockholders in--------------------------------------------------------- 336
Consolidation of ................................... - ................................................__ 308
Cumulative voting in, what is and for what purpose---------------34, 119
De facto, define............................................................................................. 489
De jure, define............................................................................................... 489
Delegation of powers of directors to committee.................................... 387
Directors of, powers and duties of...................................................... 35, 473
Dissolution of, name ways____________________________________ 326
Franchise, define ......................................................................................... 439
Gift of preferred stock to corporation, how treated............................ 306
Holding company __________________ ____________ ____________ _ 319
Incorporator, define ............................„....................................................... 439
Increased capitalization ........................................................
466
entries, prepare from data_____ _______________________ 190
Journal
Liability for extra-charter acts................................................................... 489
License __
326
Merger of, prepare from data entries for_____________________68, 270
Merger of, share of consolidated capital.............................................. . 269
Merger of, when may the goodwill account be decreased or in
creased ........................................ .............................................................. 282
Minutes, examination by auditor............................................................ 309
Mortgage executed by officers without authority, validity of____ _ 34
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Operation in states other than where incorporated.............................. 225
Own stocks and bonds as assets, how classified_____________ __ __ 28
Paid-in capital, define................................................................................ . 439
Personal service, meaning of term______________ ___ _____—........ . 203
Powers impliedly conferred upon....................................___ ................. 66
Powers not impliedly conferred upon______________________ ____ 66
Powers peculiar to......................................................................................... 413
Powers to purchase own stock................................................................... 355
Preferred shares at a premium________________________ _______... 299
Preferred stock, advantages of................................................................ 516
Promoters, when is corporation bound by agreements made by_____179
Proxy, director acting by........................................................................... 386
Public service (see public utility companies)
Reconstruction accounts __ ____ __________________ ......________435
Records, books of. necessary for________________________________ 60
Shares of stock, how transferred______ ____________________ ____ 254
Stock dividend after death of stockholder, to whom payable______ 439
Stockholder, rights of___ ________________________ _____________ 293
Stockholders in. right of
to examine books,
66
to profits _______
66
Subsidiary company, define.................................................................... ....174
Suit by sole owner of all stock in, how brought---------- --------------- 149
Trial balance for company having departments and subsidiary com
panies, proof of accuracy of____________ _____________________ 188
Ultra vires acts...............................................................................35, 355, 465
Voting trust ......................................._............................................. ......... 439
COST ACCOUNTING
Purposes and advantages_______ __ _______________ _____ ______ 210
COST SYS TE M S

Characteristics of two general types, explain........................................ 379
Job-cost, inventory valued under......................................................... ..... 485
Standard or predetermined.............................- ....................................... - 450
COSTS
Apportion and prepare revised cost sheet from data_____________267
Controlling accounts_____________________________ __________ _338
Interest, element of cost
__________________________________336
Interest, reasons against including in manufacturing_______ ____ 106
Internal check of, defective, how is auditor’s position affected— — 45
Manufacturing, prepare statement of froth data---------- _137, 350, 520
Overhead
how affected by nature of business__ ..__________________ __ __17
"idle time," how treated_____ ___________________________ — 17
theoretical difficulties in distribution of---------------------------------— 17
Specification, discrepancies in, how investigated and adjusted------- 161
Specification, what are_____________________________________ —
43
Standard - - ______________________________________________ 450, 520
Unit, prepare from data__________________________________ 208
CREDIT STATEMENTS
Audit for ..................................................................................................... - 345
Comparisons of balance-sheets and profit-and-loss accounts---------426
DEBT

Funded and unfunded, define and compare----------------------- ------ --DECEDENT’S ESTATE
Books to be kept for, outline--------- -------- ---------------------------------Corpus, define ____________________________________________ —
Income, define _______ _________________ ___ —--------------------- ---—
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page
In cash during balance-sheet audit........................................................— 79
DEFERRED CHARGES
Define ............................................................................................................. 92
Prepaid expenses and, difference between..................................... ..
504
To operation, define, how proved correct in an audit_______ ____ 263
DEFICIENCY
44
Account, define ____________________
242
Account, prepare from data.....................
18
Balance-sheet, should it be carried on..
18
Capitalized, should it be......... ...............................................
Interest during construction, it is similar to........................................ 18
Organization expense, it is similar to_________________________ - 18
DEPARTMENTAL ACCOUNTS
Consolidated statement, by departments................................................ .. 357
Elimination of inter-departmental profits.............................................. - 357
Profits percentage statements..................................................................... 484
DEPLETION
Federal income-tax act, define_
225
DEPRECIATION
And repairs ........................................................ ......................................... 339
Annual amount of, determine by straight line method from data— 173
Annuity method of, discuss and prepare statement of annual
16
charge by ........................................................ .
.62, 166
Appreciation of different assets as offset to..
Average life, determine from data____ _________________________ 173
Building erected from bonds issued, should school board make
214
provision for
Def in e
44
Diminishing value method of, discuss and prepare statement by---- 16
Effect of, on operating results________________ _________________ 132
Essential elements of charge for.......................................................... — 93
Faulty methods of, comment on____________________________ ___ 46
Federal income-tax act, define__________________________________ 225
General principles as guide to correct provisions for-------------------- 62
398
Machinery
Methods of, describe and discuss______________
96, 114, 132
Physical property---------------------------------------------------------------- — 336
Plant and equipment______________________________ __________431
Replacement value if replacement cost of fixed assets is greatly in
excess of their cost_________________________________________ 197
S h ip s

492

Sinking fund to, relation of------------------------------------ — ------------- 18
Straight line method of, discuss and prepare statement by------------ 16
When charged against account other than current profit and loss.... 288
DIRECTORS
By-laws, right of, to amend----------------------------------------------- --------10
Delegate powers to committee, may to what extent----------------------- 10
Dividends, power of, to declare________________________________ 149
Personal liabilities of
compensation received from another corporation, as to................ 178
dividends, as to.._...
..---------------------------—----------- ------9, 149
general ------------------------------------------------------- ----------------35
Powers and duties of__________________________ ______ ______ 3 5 , 4 / 3
Salaries to officers for past services, power of, to vote........... ............ 10
DISCOUNTS
Bonds issued at a discount and redeemable at a premium------------ 299
Bonds redeemable at par______________________- ..................... ......... 299
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page

in capital expenditures, how treated............. ..................................__ 79
on purchases, relative advantages as to time when taken on
books
115
Reserves for cash and trade, frame entries to set up..
161
DIVIDENDS
Arrears
400
By whom determined--------------------------------------------------------------- 100
Corporations, received by, how taxable________________________ 9, 101
Cumulative preferred stock, how shown in balance-sheet__________ 197
Cumulative, what are______________________________________ 119, 259
Declaration of
frame entry from data to show___________ —__________________ 41
frame entry from pro forma to show__________________________ 93
Director incurs personal liability for, when______________________
9
Directors, power of, to declare_________________________________ 119
Distinction between declared out of income and out of extraneous
profits
.
_____________
93
E n tries to show d ivid en d paid in sto ck o f an oth er com pany , sh ow — 186

233
From borrowed money—
100
Funds, may be paid from what______
9
Individuals, received by, how taxable.
248
Legally available, prepare from data..
84
Liability, when properly stated as a.
150
Liquidation, status of, for federal taxes in_________
306
May gift of preferred stock be used for payment of—
253
Not declared, can stockholder sue______
Out of current earnings while capital is impaired------------------ ------233
Payable, how shown on balance-sheet__________________________ - 63
Premiums available for____________________________________. 299
Refunded stock, on, how treated______________________________ - 19
Stock _______ ___________________________________________264, 439
Stock, correct from data account containing...---------------------------- 105
Stocks, accrue day by day_________—__________________________ 336
Unclaimed, how treated_____________________________________ 93, 132
Unpaid cumulative preferred, accounting---------------------------- . 272
DUES OF
Club and fraternal orders, how treated___________________ — — 30
ENDORSEMENT
Corporation without consideration, effect of an, by a........................ 147
Demand note, what liability incurred by__________________—.......- 99
In blank, what is legal effect of_________________________ _______ 33
Infant, by an, effect of....-......... .................................................. .........— 147
Kinds of, give various—— —
— ______________________ _____ 99
Qualified, how made------------------------------------------------------ —— — 148
*'Without recourse,” what is warranted by--------------------------- -----9
EQUIPMENT
Manufactured for use in own plant, how treated--------------------- — 331
EXAMINATION
Inventories of chain stores at date of balance-sheet............................ 211
Report on financial standing— ------------------------------------------------- 334
Special, define — _____ _______ — ----------- -----------——---------------- 238
What documents and records of a corporation should be subject to
6
Where grounds for believing one partner did not receive full
equity in the incorporation of old firm----------------------------------- 307
EXCHANGE
Bill of, define------------— -------------- ----- -----------------— ----- ---- ---- 176
Foreign
abnormal, how reflected on balance-sheet.——------...........44, 165, 380
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Accommodation
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Alteration of, when material______ _________________________ _ 65
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65
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REINCORPORATION
Condensed balance-sheet, prepare from data.
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discuss reasons for.... ...................................................___
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Auditing the revenue and expense accounts------------------------- ------ 189
TENDER

What is tender to perform contract, and its effect--------------------- _ 49
TRACTION COMPANIES
(see “Public Utility Companies”)
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Accounts receivable ___________ ____ ___________________ 79, 164, 282
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